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Opportunity. 


even today — but one man alone ean’t hear her 


Waiting for your bank’s bond account to ‘‘come 
back”’ is likely to be a long and expensive process. 
Doing something to bring it back will be much 
more profitable. And you can do something about 
it today, as many banks are finding out. 


You can examine your holdings carefully, change 
the less desirable ones for others that give promise 
of quicker recovery. You can keep a constant look- 
out for significant trends that will influence the 
value of certain securities. But you can’? catch 
these opportunities if—as too many banks are 
doing—you throw the entire management burden 
on a single pair of shoulders. 


Competent management of your bond account 
requires an intimate knowledge of rails, utilities, 
governments, industrials, foreigns and other bonds. 
It demands a close and painstaking following of 
science, politics, fashions, finance in every land, and 
the ability to grasp the investment significance of 
each new event. Only a large staff such as Moody’s, 
with experience and facilities such as Moody’s, can 
be expected to do justice to such a tremendous job. 


Today, Moody’s Supervisory Service is doing this successfully for hundreds of banks, 
guarding their accounts with constant watchfulness, guiding them with the personal 
services of an experienced staff. It can help your bank in the same way. 


The fundamentals of a sound investment policy for your bank are discussed in our 
booklet: ‘“Management of the Bank’s Bond Account.” Write for your copy now. 
We'll also send copies to your directors, if you wish. Just address 


MOODY'S INVESTORS SERVICE 


JOHN MOODY, President 
65 BROADWAY NEW YORK CITY 


BRANCH OFFICES 


IN ALL PRINCIPAL CITIES 
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Behind the Bond News 


Organized Support Relieves Pressure. 
Balanced National Budget Is Vital Need. 


HREE years ago there was scarcely a domestic 

or foreign state, municipality or industrial cor- 

| poration which did not have unlimited access to 

this country’s capital market. Some of them 

could approach it through stock flotations, others 

through bonds. Since that time, particularly within 

the last few months, the open market credit of nearly 

all private enterprises and public 

bodies been deteriorating. 

Latterly the field has narrowed 

down at times to almost one bor- 

rower alone—the United States 
Government. 

In the last few weeks, however, 
the market has not been entirely 
devoid of non-government issues. 
In the latter half of January 
about $150,000,000 of financing 
occurred, and the issues were no- 
table for two reasons. In the first 
place, it was possible to market 
$100,000,000 of three to five year 
New York City corporate stock 
notes, with the offering exceptional 
as to size; in the second place, a 
‘ready market was found for a $25,000,000 issue of 
New York Edison bonds, the issue being remarkable 
in that it was the first sizable utility or industrial 
obligation to be sold in several weeks. Two other 
municipalities, Rochester and Baltimore, offered about 
$10,000,000 of bonds, and Kansas Power Light, affix- 
ing the attractive coupon of 6 per cent found buyers 
for a $7,500,000 issue. 


ARTLY as a result of the market’s belief that the 

government’s credit would be used wisely and dis- 
creetly to buttress private credit, and partly for other 
reasons, bond prices have experienced a good rally in 
the last few weeks. In no quarter have prices im- 
proved more gratifyingly than in the case of the rail- 
road bonds. The second grade rails especially have 
scored good gains, and to them has been attracted 
much of the specula- 
tive interest usually 
centering on_ the 
stock market. 

It goes without 
saying that the re- 
covery in market 
prices has been ac- 
complished without 
the removal of any 
of those fundamen- 


of $74,485. 


THE COVER 


After bidding farewell in New York to his officers, George 
Washington left for Annapolis, where Congress was in ses- 
sion. He stopped on the way at Philadelphia and submitted 
a full report of his expenses during the war. The account 
was in his own handwriting and covered a total expenditure 


tal causes which brought about a heavy depreciation 
in railroad credit. The negotiations which have re- 
sulted in a cut in the wages of railroad employees, of 
course, simplify one of the more fundamental difficul- 
ties of the carriers—the failure of operating expenses 
to decrease proportionately to the decline in operating 
revenues. Nevertheless, the chief problem of the rail- 
roads remains: traffic is showing 
no sign of increasing. But in spite 
of the unsatisfactory level of traffic, 
public sentiment toward railroad 
bonds has improved through the ap- 
plication of a comprehensive plan 
that speaks well for the ingenuity 
of financial and governmental 
leaders. 


E have had a National Credit 

Corporation functioning to 

remove pressure from the bond 

market. This organization, supplied 

with funds by the banks them- 

selves, has advanced upward of 

$150,000,000 of loans to more than 

600 banks, obviating the forced sale 

by them of an untold amount of railroad bonds, as 
well as other collateral. We have had a Railroad 
Credit Corporation set up to collect and make 
available funds to roads in need of cash to make 
interest and sinking fund payments, thus removing 
the specter of default. We have had the Reconstruc- 
tion Finance Corporation, which will assist the rail- 
roads in meeting about $400,000,000 maturities of 
bonds, equipment issues and short term loans this 
year. We have had the New York State Legislature 
empowering the departments of banking and insurance 
to ignore 1931 earnings of the railroads in compiling 
the legal list; by this step some 70 per cent of the rail 
obligations were spared dismissal from the legal list. 
Finally, we have had a loosely knit group of New 
York banks and private bankers standing ready to 
regularize trading in some of the prime rail bonds by 
placing bids in the 
market at attractive 
prices whenever all 
the measures afoot 
to improve and pro- 
tect railroad credit 
have had no effect. 
Not often has there 
been devised a more 
all embracing plan 
(Continued on p. 537) 


Be 


AMERICAN BANKERS ASSOCIATION JOURNAL 


February, 1932 


ELEVATORS ACROSS THE SEA 


DURING the recent war, when the whole wide world was 
on a rampage, and every one was asked to do the almost 
impossible, Naval Constructor Beuret called one day on 
Otis Elevator Company. The United States had been 
given the job of planting mines in the North Sea, he 
explained. This ticklish thing had to be done with the 
greatest dispatch. Could elevators help the work along? 


Otis engineers consented to take this unusual prob- 
lem in hand. To facilitate speed and safety in moving 
the mines from hold to deck, they developed that mech- 
anism which automatically brings an elevator car to 
a perfect landing without jolt and jar. They then 
equipped boats of the mine-laying squadron with ele- 
vators — some with six and some with four. These 
elevators saw long, hard service at sea. 

This task seemed big in its day. But since the war, 
increased transoceanic traffic between peaceful nations 
and continents has brought the need for bigger and 
more finely equipped ocean liners — the need for more 
and varied shipboard elevators — more and more 
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problems for Otis engineers. Elevator mechanism had 
to be put in a tidy bundle to conserve space. Elevators 
had to be designed which would withstand the twist 
and slap of a wrathful sea. Metals had to be secured 
which would resist the corrosive action of salt air. Otis 
engineers have so successfully solved these problems 
that today the elevator is almost as usual on sea as 
on land. 


Many are the problems in vertical transportation 
laid before Otis engineers. A bank may want the dis- 
play space of its ground floor for rental, and have its 
quarters on the second floor. That’s a problem in esca- 
lators for Otis. A department store may have a crowded 
first floor, but poor business above. That’s a problem in 
traffic analysis for Otis. There are many others. 

If you have a vertical transportation problem in 
either new or old buildings, you are invited to avail 
yourself of the services of Otis engineers. They will 
submit their solution without cost. All you need do is 
call the Otis office in your city. Otis Elevator Company. 
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February, 1932 


January 


Year end bank reports show unusual liquidity. Federal Reserve 
member bank credit $2,500,000,000 lower than year ago, New 
York Reserve Bank reports. 


Zz Hoover ticket to be entered in every state with primary, Pres- 
ident’s friends report. British reject Gandhi’s peace proposals. 


3 Gandhi arrested. Japanese beat United States Consul, Culver 
Bryant Chamberlain, in Mukden. 


4 President Hoover urges Congress to expedite action on his recon- 

struction program. Democrats’ tariff program introduced in House 
by Representative James W. Collier. National Credit Corporation 
issues first call for payment by banks of 10 per cent of subscriptions. 
F. W. Williamson assumes presidency of New York Central as P. W. 
Crowley retires. 


5 Senate Banking and Currency Committee orders Reconstruction 

Finance Bill favorably reported. New York Stock Exchange street 
loan compilation off $143,000,000 in December. Interstate Commerce 
Commissioner, Leo J. Flynn, demands Federal regulation of interstate 
trucks and buses. 


6 United States, Great Britain and France prepare joint reminder 
to Japan to justify acts. Steel ingot production for 1931 at ten- 
year low of 24,900,195. 


7 Secretary Stimson warns Japan and China open door policy must 

be preserved. Bomb hurled at Emperor Hirohito, who escapes 
unharmed. Democratic tariff bill reported out by Ways and Means 
Committee. American Bankers Association urges Congress to reduce 
expenditure and increase income. 


8 Charles G. Dawes announces resignation as Ambassador to Court 

of St. James’s. J. & W. Seligman & Company partner, testifying in 
Washington, says firm paid $415,000 to intermediary in Peruvian loan 
negotiations. New York State Bankers Association holds annual mid- 
winter meeting in New York City. 


Chancellor Bruening announces Germany cannot make any further 

reparation payments. House passes Democratic tariff bill, depriv- 
ing Hoover of flexible provision privileges. Austria decrees limited 
moratorium on short term debts. 


AMERICAN BANKERS ASSOCIATION JOURNAL 


Coin Wrappers 
and Bill Bands 


QUALITY: 


Made of extra strong Kraft paper 
for durability. The Bill Bands are 
liberally gummed to insure perma- 
nent wrapping. Coin Wrappers are 
cut on the bias for tight and easy 
packing. 


APPEARANCE: 


Printed in bright colors with bold 
figures for fast identification. The 
numerals are so arranged to be 
legible from several angles. Packed 
in dust proof packages of one 
thousand. 


PRICE: 


We are making prices in quantities 
from 2,000 and up which will meet 
with the approval of the most con- 
servative buyer. A complete set of 
samples and price list will be sent 
on request. Compare the quality 
and price with the Bill Bands and 
Coin Wrappers that you are now 
using. 


MONTROSS & CLARKE CO., Inc. 
30-38 Ferry Street 


New York City 


Address Correspondence to Dept. A 
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What’ the 
Difference ? 


A loss ts a loss/ 


Whether caused by fraudulent altera- 
tion of customer's checks or from in- 
correct reading of written amounts 
caused by illegible checks. 

Gilbert Safety Bond, the most legible 
of check papers, prevents costly errors at 
the teller’s window by reason of its 
plain, no-pattern surface Even the 
faintest ink affords sufficient contrast, 
making all writing easily read. This 
extreme legibility is characteristic only 
of Gilbert Safety Bond. That is why it 


‘s the “Safest of Safety Papers.” 


GILBERT PAPER COMPANY, Menasha, Wisconsin 
Please mail a copy of “A Story of a Raised Check’”’ without 


cost or obligation. 


Person 


Address 


ABA.-2-32 


1 Bruening’s stand on _ repara- 

tions irks France and Belgium. 
Rail labor representatives reach Chi- 
cago to confer with rail executives on 
wage cut. 


11 Premier Mussolini, in news- 

paper article, asks cleaning up 
of war debts. California oil prices 
advanced. 


12 Governor Roosevelt of New 

York asks 100 per cent state 
income tax increase to meet $124,000,- 
000 deficit. Cabinet of Premier Laval 
resigns. James A. Farrell announces 
retirement as president of United 
States Steel as of April 18. Mayor 
Walker holds up $110,000,000 city im- 
provement items in retrenchment pro- 
gram. Associate Justice Oliver Wen- 
dell Holmes resigned from the United 
States Supreme Court. Federal Re- 
serve Bank of New York cuts buying 
rate for bankers bills. 


13 Secretary Mellon and Ogden 

L. Mills warn Congress of need 
for tax increase to improve Treasury 
credit. Laval appoints second cabinet. 
Senate passes bill to add $100,000,000 
to capital of Federal farm land banks. 


1 Alfred E. Smith asks United 

States bond issue to relieve 
unemployment through public works. 
American bankers accept new Austria 
standstill agreement. 


1 5 House passes Reconstruction 

Finance Corporation bill. Deal- 
ers cut open market bill rates third 
time in week. Chamber of Deputies 
of Uruguay approves plan to sus- 
pend amortization payments on for- 
eign debt. 


United States 1931 trade bal- 

ance $334,000,000, with ex- 
ports $2,424,000,000 and imports 
$2,090,000,000. Railway labor asks 
wage cut truce during year of 10 per 
cent reduction. 


17 Costa Rican emergency decree 

grants one year moratorium on 
principal to bank debtors. United 
States’ flotations of new capital in 
1931 total $4,016,000,000 against $7,- 
677,000,000 in 1930. 


1 & New York State Assembly 

holds up state banking legisla- 
tion. E. G. Grace, president of Beth- 
lehem Steel, urges cut in taxes. 
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19 Bankers lend New York City 

$12,500,000 at 6 per cent for 
eleven days. House votes investiga- 
tion of ownership and control of pub- 
lic utilities. Secretary Stimson says 
United States will take no action on 
war debts until Europe reaches own 
agreement. Charles G. Dawes ap- 
pointed president and Eugene Meyer 
chairman of Reconstruction Finance 
Corporation. Bank of France begins 
withdrawal of $125,000,000 earmarked 
gold here. 


20 Senate and House conferees 

agree on terms of Walcott- 
Strong Bill to establish Reconstruc- 
tion Finance Corporation. British 
Government “reluctantly” abandons 
hopes of re-opening reparations dis- 
cussions, scheduled for January 25 at 
Lausanne. New York City gets $250,- 
000,000 bank credit. (Albany) Camp- 
bell Bill, under which 1931 operations 
are waived in determining eligibility 
of railroad bonds for legal list, passes 
both Houses of Legislature. (New 
York) Bankers’ acceptances outstand- 
ing at end of December placed at 
$974,059,350 by American Acceptance 
Council, lowest total since August, 
1928. 


21 Text of Glass Bill, revising 

Federal Reserve Act, is pub- 
lished. Heavy public demand reported 
for $100,000,000 corporate stock of 
New York City offered by banking 
group of fifty without -commission; 
bears 6 per cent, highest rate in his- 
tory. Illinois State Senate passes 
Kelly plan for reorganizing Chicago 
finances. Spain mobilizes troops to 
quell “anarchist movement.” Wash- 
ington Administration re-affirms po- 
sition that next reparations move 
must come from Europe. 


22 (Shanghai) Rear Admiral 

Koichi Shiosawa Japanese fleet 
commander, issues ultimatum to 
Chinese, demanding cessation of anti- 
Japanese activity. Premier Laval wins 
vote of confidence for his second cabi- 
net 303-265 on policy of insistence 
upon Versailles Treaty rights. Presi- 
dent signs Reconstruction Finance 
Bill. Annual report of New York Re- 
serve Bank shows it fell short of earn- 
ing dividends by $2,359,518. 


2 Senator Borah, chairman of 
Senate Foreign Relations Com- 
mittee, deplores extension of mora- 
torium to Germany; urges coopera- 
tion between France and Britain. 
“Standstill” agreement, prolonging 
(Continued on page 520) 


CONDENSED 
STATEMENT OF CONDITION 


DECEMBER 31, 1931 


Che 
Cleveland 
Crust Company 


Assets 
Cash on Hand andin Banks . . $ 28,464,493.09 


United States Government Bonds 
and Certificates. . . . . . 24,129,667.56 


State and Municipal Bonds and 
Other Bonds and Investments, 
including Stock in Federal 
Reserve Bank ..... 27;101,586.32 


Loans and Discounts. . . . . 187,974,334.82 


Banking Houses and Lots and 
Other Real Estate . . ... 8,176,310.37 


Interest and Earnings Accrued 
and Other Resources. . . . 


Customers’ Liability on Letters of 
Credit and Acceptances Exe- 
cuted bythis Bank ... . 1,874,804.29 


Total . . . . $280,118,255.48 


Liabilities 
Capital Stock . ... . . -$13,800,000.00 
Surplus and Undivided Profits . 11,352,497.56 
Reserve for Taxes, Interest, etc. . 965,603.40 
Dividend Payable, January 2, 1932 414,000.00 
Bills Payable and Rediscounts . 5,500,000.00 


Letters of Credit and Acceptances 
Executed for Customers. . . 


2,397,059.03 


1,874,804.29 
Total . . . . $280,118,255.48 


Member Federal Reserve System 
Member Cleveland Clearing House Association 


ix 
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SALESMEN WILL 


The “‘plus-value” cars for 1932, the Pontiac Six and the 
Pontiac V-Eight. 


The Six, larger and smarter, faster and more powerful, 
brings to the low-price field the year’s important develop- 
ments in motor cars. 


The V-Eight, with flashing pick-up and speed, offers the 
distinction of V-8 performance at a list price under $850— 
the only car with a V-type motor anywhere near its price. 


When writing to advertisers please mention 


Both cars offer Syncro-Mesh Transmission . . . Quiet 
Second .. . Free Wheeling . . . Ride Control . . . Enclosed, 
Self-Lubricating Springs . . . Rubber Cushioning at 47 
Chassis Points . . . High Economy . . . and Roomier, 
Weatherproofed Fisher Bodies. 


See these two new Pontiacs. Check all they have to offer. 
You’ll agree that each in its price class is an outstanding 
General Motors value. 
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What the Reconstruction Plan 
Means to Your Bank 


HE Reconstruction Finance 

Corporation—a promising idea 

six weeks ago, a going concern 

today—marks by the very fact 
of its organization a pronounced shift 
from defensive to offensive tactics in 
the nation’s struggle to throw off the 
effects of economic depression and 
over-deflation. 

The law creating it has been passed 
by Congress and signed by President 
Hoover. Its president and board 
chairman have been appointed. Its 
funds have been made available. It 
is on the threshold of actual opera- 
tions. Whatever the scope and dura- 
tion of the task before it—and there 
are few in Washington who have any 
illusions concerning the magnitude of 
its job—it represents action, positive 
and aggressive action, on a magnifi- 
cent 


It Has Wide Powers 


HAT is it? The Act says that 

it is “a body corporate” with 
$500,000,000 capital subscribed by 
the United States Government. It 
has an extensive array of statutory 
and discretionary powers. It may is- 
sue $1,500,000,000 of Government- 
guaranteed debentures. It is author- 
ized to make loans to a wide variety 
of financiat-institutions, railroads and 
agricultural financing agencies in or- 
der “to aid in financing agriculture, 
commerce and industry” and to ‘“fa- 
cilitate the exportation of agricultural 
and othér products.” 


By MORRIS EDWARDS 


General Dawes 


But the formal language of statutes 
fails to breathe the-spirit-baek-of-the 


corporation. This came to the surface 


in President Hoover’s message in 
December, in the testimony before 
House and Senate committees, and in 
the discussions on the floors and in 
the cloak rooms of Congress. 

In that spirit, what is it? A ges- 
ture to restore confidence? Certainly 
that, 
backed up by an pcr mobile 
force that, by all early indications; 
will be wheeled into action unhesitat- 
ingly if need be. A belated “rescue 
party’? No. More accurately, an 
anchor to windward. 

Through the crowded days of its 
transition from a bold idea to an ac- 
complished fact, the Reconstruction 
Finance Corporation has been likened 


489 


to many things. “Like a _ super- 
charger on an automobile engine,” one 
congressman said. He had just heard 
a New York banker describe it as “the 
big, extra generator in the electric 
light plant which is turned on at rare 
intervals to help pull an exceptional 
peak load.” 

“The purpose,” declared Governor 
Eugene Me eyer of the Federal Réserve 
Board, who is Chairman of the Board 
of the new corporation, “is to bring 
the resources of the nation, through 
the Government, into action on a scale 
and in a manner that will be adequate 
to accomplish an important and desir- 
able result.” 

Appearing just after Governor 
Meyer before the Senate Banking and 
Currency Committee, Ogden H. Mills, 
Under Secretary of the Treasury, 
said: “As I visualize this corpora- 
tion, it puts the Government in a posi- 
tion to close almost immediately any 
gap that might develop through an 
emergency in our credit structure. I 
think its very existence will have a 
great effect psychologically. The 
sooner it is created, the less use we 
will make of it.” 


It Can Act Quickly 


IEWED from an operating stand- 

point, apart from these testimon- 
ials by its sponsors, the elements which 
distinguish the corporation from other 
normal and extraordinary credit insti- 
tutions lie in the magnitude of its re- 
sources, its ability to act quickly on 
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the judgment of its directors rather 
than on the letter of a vast body of 
regulations, and its mobility to deal 
with emergencies in particular re- 
gions, states, cities, or lines of busi- 
ness. Those were the salient points 
repeatedly alluded to by banking, bus- 
iness and railroad leaders who testi- 
fied at the House and Senate com- 
mittee hearings. 

It was not until 
the conclusion of 
two days of confer- 
ences between the 
Senate and House 
that the _ specific 
scheme of organi- 
zation and opera- 
tion, prescribed du- 
ties, and borrowing 
and lending powers 
of the corporation 
finally emerged. 
The law embraces 
these points: 

Organization: 
The Reconstruction 
Finance Corpora- 
tion is organized 
for a limited life of ten years. It is to 
be managed by a board of seven direc- 
tors, not more than four of whom 
may be of one political party. Three 
of the directors are the Secretary of 
the Treasury (or the Under Secre- 
tary), the Governor of the Federal 
Reserve Board and the Farm Loan 
Commissioner. The other four are 
appointable by the President. (One 
of these, General Charles G. Dawes of 
Chicago, was named president of the 
corporation before the Act was 
signed.) Not more than one director 
may come from any one Federal Re- 
serve District. Except for the Gov- 
ernment officials, whose compensation 
will remain unchanged, the directors 
will receive $10,000 a year each. The 
corporation has the usual powers with 
respect to organization, employment 
of staff, etc. Beyond these, it has con- 
fidential access to records or informa- 
tion of other Government departments 
which may have a bearing upon its 
transactions. 

Borrowing powers: The corpora- 
tion may issue and have outstanding 
at any one time notes, debentures, 
bonds or other such obligations aggre- 
gating not more than three times its 
subscribed capital (maximum of $1,- 
500,000,000). Such obligations must 
mature not more than five years from 
their respective dates of issue. The 
corporation may determine the rates 
of interest of such obligations, with 
the approval of the Secretary of the 
Treasury. It also may sell short-term 
obligations on a discount basis, within 
the $1,500,000,000 maximum. The 
bonds, debentures and other obliga- 


Governor Meyer 


tions will be secured by assets of the 
corporation in such manner as the di- 
rectors may prescribe, and will be 
fully and unconditionally guaranteed 
both as to principal and interest by 
the Government of the United States 
with the guaranty to be indicated on 
their face. Provision is made for the 
Secretary of the Treasury to pay the 
obligations in 
case of default. 
The obligations 
of the corpora- 
tion may be pur- 
chased and sold 
by the Treasury, 
such operations 
to be regarded 
as public debt 
transactions. 
The corporation 


i, 


Treasury Building, Washington 


has the option to liquidate its obliga- 
tions before maturity in such manner 
as may be stipulated in the obligations 
themselves. 


Aid to Banks 


ENDING powers: The corporation 
is empowered to make loans, upon 
such terms and conditions as it may 
determine not contrary to the Act, to 
any bank, savings bank, trust company, 
building and loan association, insur- 
ance company, mortgage loan com- 
pany, credit union, Federal land bank, 
joint stock land bank, Federal inter- 
mediate credit bank, agricultural 
credit corporation, and to the receiver 
of any closed bank. All such loans 
shall be fully and adequately secured. 
Under certain conditions, the corpora- 
tion may take over and administer and 
liquidate collateral accepted as secu- 
rity for loans. Such loans may be 
made directly upon the borrowers’ 
promissory notes, or by way of dis- 
count or rediscount of obligations ten- 
dered by qualified borrowers. 
Loans may be made for a term not 


February, 1932 
exceeding three years, with the cor- 
poration empowered to extend such 
loans from time to time, but for not 
to exceed five years. The lending 
period is limited to one year following 
the date of enactment, but this period 
may be extended by the President up 
to one additional year. 

The corporation also is empowered 
to accept drafts and bills of exchange 
which grow out of transactions in- 
volving exportation of goods actually 
sold or transported for sale and in 
process of shipment to buyers in for- 
eign countries up to a total of such 
acceptances not to exceed $500,000,- 
000. 

The Act also provides that $50,- 
000,000 of the capital, and presum- 
ably a pro rata proportion of any de- 
bentures which may be issued (that 

is up to $200,000,000 total) 
shall be set aside for loans 
direct to farmers, especial- 
ly those who suffered crop 
failures in 1931. 

With respect to loans to 
receivers or liquidating 
agents of closed banks, a 
maximum of $200,000,000 
is stipulated. 

Loans may be made to 
railroads, railroads under 
construction and to receiv- 
ers of railroads, with the 
approval of the Interstate 
Commerce Commission, 
when the railroads are “un- 
able to obtain funds upon 
reasonable terms through 
banking channels or from 
the general public, and the 

corporation will be adequately se- 
cured.” 

The maximum which may be loaned 
to any one corporation or its subsidi- 
aries or affiliates is $100,000,000. 

Loans may not be made upon, or 
to assist in carrying, foreign securi- 
ties or foreign acceptances. 

Loans may not be made to any new 
enterprises, except agricultural or 
livestock credit corporations, Federal 
land banks, joint stock land banks, 
Federal intermediate credit banks, or 
loans to banks for financing agricul- 
tural operations. 


Will Report to Congress 


ECHNICAL aspects: The corpo- 

ration’s securities are neither eli- 
gible for rediscount nor purchasable 
by the Federal Reserve banks, al- 
though they are purchasable and sale- 
able by the Treasury. The securities 
are tax exempt, both as to principal 
and interest, except for surtaxes, es- 
tate, inheritance and gift taxes. The 
corporation itself, both as to fran- 

(Continued on page 528) 
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SIDE from the academic aspect 
of the matter, I think it safe 
to classify our primary re- 
serves as cash, float, and 

due from banks. I know it is cus- 

tomary to add to this group balances 
with the Federal Reserve Bank, which 
balances constitute our legal reserve. 

However, this legal reserve cannot be 

drawn down except at great penalty. 

In secondary reserves there should 

be included call loans, bankers’ accept- 

ances, commercial paper, short term 

United States Government bonds, 

short term high grade municipal 

bonds, and short term high grade cor- 
porate bonds. 

It is more than likely that as time 
goes on, the interior banks of this 
country will become greater buyers of 
acceptances than they are now. The 
unquestioned credit and the active 
market existing for them at all times 
are natural factors in their favor. 
Moreover, and this is an important 
point, the ability to buy definite ma- 
turities of varying lengths which can 
be made to coincide with deposit fluct- 
uations is desirable. Prime name com- 
mercial paper, too, has its advan- 
tages. It is self-liquidating and of 
relatively short maturity. The mar- 
ket is not as active as is the accept- 
ance market. There is, however, to 
be had a slightly greater return from 
prime name commercial paper than 
from bankers’ acceptances and where 
large institutions are qualified to do 
thorough credit analysis work, there 
is no reason why commercial paper 
should not be included in the sec- 
ondary reserve portfolio. 


Supply of Commercial Paper 


T is important that the small banks 

also have liquid secondary reserves, 
but unless the larger correspondents 
of these banks set up some arrange- 
ment to service definitely these insti- 
tutions, it is difficult to see how this 
latter group can with wisdom pur- 
chase commercial paper. In 1922 the 


average amount of commercial paper 
outstanding at the end of each month 
was $768,500,000. 


In 1929 the aver- 


Bond Buying Is an Art 


By J. HARVIE WILKINSON, JR. 


Choice Between Yield and Liquidity, 
and the Difficulty of Trying to Walk 
With a Foot in Each Road 


age amount outstanding was $322,- 
000,000, a decline of 58 per cent. In 
the early part of the present decade 
there were many well known names in 
the market available at a good rate of 
return. Since that time the mode of 
financing has changed and both the 
amount and names in the commercial 
paper market have changed consider- 
ably. Many companies have financed 
through stock issues, others through 
bonds, and still others have taken to 
bankers’ acceptances, which in 1925 
averaged $696,000,000 a month and in 
1929 $1,298,000,000 a month. This 


‘6 F, as regards some points, 

we are now entering 
upon a new era of banking, 
will it not be possible to bring 
about a closer working rela- 
tionship between banks in 


large cities and those in out- 
lying districts wherein the 
former may, for a fee to cover 
the work involved, assist the 
latter in building a secondary 
reserve worthy of the name?” 


changing complexion, then, has tended 
to rob the country bank of one source 
of liquid investment and that source 
was its main one. 

Moreover, the small bank—and in- 
deed one might say banks—seems to 
possess to a large degree the age-old 
characteristic of wishing to have one’s 
cake and eat it too. The desire for a 
high return on investments of every 
nature leads these banks to disregard 
bankers’ acceptances, commercial pa- 
per and short term highly liquid 
bonds. There is no earthly way to 
compromise this matter with one foot 
on the path of high return and an- 
other foot on the path of liquidity. 
To one side or the other must one 
definitely go, and the path of high re- 
turn is composed of quicksand. The 
choice is plain and the consequences 
are inevitable. 
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If, as regards some points, we are 
now entering upon a new era of bank- 
ing, will it not be possible to bring 
about a closer working relationship 
between banks in large cities and those 
in outlying districts wherein the for- 
mer may, for a fee to cover the work 
involved, assist the latter in building 
a secondary reserve worthy of the 
name? Alas, there is not perfection 
in the city cousin but he does handle 
a great volume of transactions and a 
variety of problems which will make 
him helpful. In this connection one 
brings to mind the fact that service 
charges are rapidly becoming the fash- 
ion of the day and may be overdone 
and, in addition, I realize that ‘banks 
in the outlying districts pay a high 
rate of return for their raw material, 
but if this high rate of return on de- 
posits is not done away with, soon 
there will be no country banks, and it 
is with the firm belief that interest 
paid on deposits will be reduced that 
the above is offered as a practical 
suggestion. 


The Way to Buy Bonds 


EVERAL times mention has been 

made of short term highly liquid 
bonds and this raises the question of 
the desirability of bonds for the in- 
vestment of a bank’s funds. A short 
maturity in a bond is not synonymous 
with liquidity. In other words, one 
might well have a bond maturing in 
one year which is not as liquid as one 
maturing in eighteen months or two 
years. This matter of short maturity 
may easily be a snare and a delusion 
when it comes to liquidity. I will 
grant that short term bonds are gen- 
erally liquid, but it does not necessar- 
ily follow, and for that very reason 
the purchase of short term issues as 
a secondary reserve must be closely 
watched. 

In considering bond buying, I should 
like very much to refer to it as a 
philosophy of bond buying, for after 

(Continued on page 543) 
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ILL the municipalities of 
America get in step with 
the procession leading the 
country back to normalcy? 

Will they accept the challenge of 
sound economy and balanced budgets 
in place of liberal expenditures and in- 
creasing deficits? Individuals and pri- 
vate corporations generally speaking, 
have been quick to recognize the fal- 
lacies of the latter practices. Can the 
public servants continue a policy that 
is no longer followed or approved by 
their constituents—the voters and the 
taxpayers? 


Healthy Signs 


MONG the most hopeful signs that 
we are returning to sanity and 
getting our feet back on the ground 
are the changing attitude already evi- 
denced by many public officials and the 
awakened interest that we as citizens 
are taking in the public affairs of our 
own communities. It may not be an 
indication of a permanent reform, or 
that we are prompted by a fresh zeal 
of civic conscience, but only an 
awakening to the direction in which 
political winds are blowing and the 
realization that taxes are not being 
reduced along with our other expenses. 
Though the motives may be selfish, 
they should do much to insure a satis- 
factory answer to these questions. 


The Facts Compel Economy 


THER forces even more effective 

than the aroused taxpayer or the 
worried politician are at work to cor- 
rect existing evils in municipal af- 
fairs. Economic conditions have either 
caused or given the excuse for sub- 
stantial shrinkage in tax collections 
and other revenues. While declining 
revenues are a new experience to 
many municipal officials, others have 
been well schooled in meeting the 
problems through tax anticipation 
loans. Some have devised the scheme 
of refunding deficits into bond issues. 
Right now the usual channels of 


credit are seriously disturbed by the 
same conditions which have caused re- 
duced revenues. As a result munici- 
palities find that they can only borrow 


Says the Banker 


To the Mayor 


By HENRY HART 


money after they have demonstrated 
that their securities are a sound 
credit risk. This necessarily involves 
a balanced budget, and otherwise 
placing the municipality’s house thor- 
oughly in order. 

It should not be assumed from these 
statements that all municipalities, or 
any substantial portion of them, have 
been following unsound practices in 
their fiscal affairs. It is only the sen- 
sational situations that are mentioned 
in the newspaper headlines. The com- 
munities which are blessed with citi- 
zens having a taxpaying conscience 
and ability to pay, and with officials 
alert to changing conditions, are 
legion, though -unheralded. The pub- 
lic officers who have been suddenly em- 
barrassed by bank failures and other 
events entirely unforeseen, should not 
be condemned. To all of these, as 
well as to those who are seeing the 
light for the first time, only construc- 
tive criticism should be advanced. 

Methods which have proved effec- 
tive in one community should be 
passed on to others. Knowledge of 
sound business principles gained in 
the operation of private corporations 
should be made available, where ap- 
plicable, to the public bodies. A def- 
inite responsibility is placed on the 
men experienced in financial matters 
to see that the officials in their com- 
munity are so guided to the end that 
the credit of the community may be 
preserved, and the tax dollar economi- 
cally expended. 


What Might Be Done 


ITHOUT attempting to cover the 
entire scope of municipal activ- 
ities or venturing beyond the realm of 
generalities, there are presented here- 
with suggestions based on funda- 
mental principles. These have been 
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adopted in whole or in part in certain 
municipalities as a standard of prac- 
tice, calculated to meet the tests of the 
present economic upheaval. They are 
aimed to preserve financial equilib- 
rium faced with increasing tax delin- 
quencies and burdened with heavy 
fixed charges: 


A—Planning 
| effective budget. 


(a) It should embrace a carefully 
planned, comprehensive and under- 
standable estimate of city ex- 
penditures of every description, and 
receipts from all sources. 

(b) After provision for fixed 
charges and existing deficits, the 
balance allotted to operating 
charges should be based on ability 
to pay under present conditions, 
and not on what the public has de- 
manded in more prosperous times. 

(c) It should include a reserve 
for emergencies, unforeseen expen- 
ditures and delinquent taxes, based 
on collections during the previous 
fiscal year and existing conditions. 

(d) Estimated cash expenditures 
should balance with available or ex- 
pected cash income, not permitting 
delinquent taxes or other paper sur- 
pluses to support the following 
year’s expenditures. 
2—The assessed valuation of prop- 

erty should be maintained on a con- 
servative basis, permitting of as few 
exemptions as practical. 


B—Controlling 


—Keeping expenditures within in- 
come. 


(a) Allocate appropriations for 
each department on a monthly basis 
according to seasonal and special re- 
quirements. 

(b) Place control of expenditures 
under one head charged with au- 
thority to maintain same for each 
month within the prescribed al- 
lotment. 

(c) Periodically (monthly or 
quarterly) make an analysis of the 
actual cash revenues as compared 
with the estimated cash receipts in 
the budget, and in the event the 
actual receipts are falling below the 
estimates (after allowing for the 
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amount in reserve for delinquent 
taxes), reduce operating expendi- 
tures for next period to correspond 
with reduction in receipts, and re- 
allot the required appropriations 
except fixed charges. 


(d) Where tax-collecting periods 
do not correspond with the fiscal 
year, and when consistent with sound 
practice, loans in anticipation of 
revenues or taxes, should be re- 
stricted to amounts which can be 
repaid within the fiscal year in ac- 
cordance with a conservative esti- 
mate of probable receipts. 

(e) Allocate to interest and sink- 
ing fund out of first taxes collected 
an amount sufficient to take care of 
maturities and interest well in ad- 
vance of requirements. 


C—Insuring Adequate 
Income 


and facilitate the 
collection of taxes when due. 


(a) Permit payment of 
taxes by instalments (prefer- 
ably quarterly). 

(b) Mail bills to all tax- 
payers prior to due date, indi- 
cating when interest and 
penalties start, and amount of 
same. 

(c) Mail second notice just 
prior to penalty dates. 

(d) Advertise and 
other publicity 
to tax due 
dates, includ- 
ing time when 
penalties _be- 
come effective. 
2—Discourage 

delinquency and 
insure ultimate 
payment. 

(a) Pro- 
vide substan- 
tial penalties, 
increased in 
proportion to 
the period of 
delinquency, 
and permit no 
waiver of 
same. 

(b) Remind delinquents of their 
indebtedness and allow instalment 
or partial payments with customary 
penalties on unpaid balances. 

(c) Hold tax sales promptly. Tax 
title buyers should be encouraged 
by an adequate guaranteed return on 
their investment, and the authority 
to obtain a good title to properties 
purchased. 

(d) Enforce payment of personal 
taxes through seizure of personal 
property within legal limitations, 
giving publicity to delinquent list, 
and watching for opportunities to 
deduct amount of same from money 
due taxpayers from city for services 
rendered, or goods purchased. 
8—Secure all public deposits by 


give 


Mayor Cermak 
of Chicago 


adequate surety bond or readily mar- 
ketable securities with ample margin 
for depreciation. 

4—Maintain revenues of publicly 
owned utilities at highest point com- 
mensurate with service rendered and 
ability to pay. 

(a) Each utility should produce 
net earnings sufficient to carry its 
own debt charges. 


D—Reducing 


— Discontinue all 

public improvement 
programs to be fi- 
nanced by bond issues 
(except in cases of 
extreme emergency) 
when the debt burden 


City Hall, Philadelphia 


is substantial, tax de- 
linquency is increas- 
ing and the bond mar- 
ket is unfavorable. 

2—Do not proceed 
with special assess- 
ment improvements 
- unless cost of same is 
paid in advance by benefited property 
owners. 

3—When outstanding special assess- 
ment bonds are general obligations of 
the municipality, provide a general 
tax levy sufficient to offset anticipated 
delinquency in special assessment col- 
lections in so far as necessary to meet 
maturing obligations. 

4—Existing deficits should be ab- 
sorbed in the following year’s tax levy 
and not funded into long time bonds. 

5—If sufficient funds are not avail- 
able to meet maturing obligations, re- 
funding should be arranged well in 
advance of requirements and in pref- 
erence to all other financing. 

6—Adequate sinking funds should 
be maintained, figured on an actu- 
arial basis. 


(a) Investments should be re- 
stricted to the identical bonds for 
which the sinking fund is created, 
or to United States Government, 
state and municipal securities of the 
highest grade, which mature at or 
prior to the time of maturity of the 
bonds for which the sinking fund 
is required. 

(b) Ability 
to meet bonds 
maturing 
within current 
year should 
be assured 
through main- 
tenance of li- 
quidity of 
sinking fund 
by early sale 
of sufficient 
existing as- 
sets, if neces- 
sary. 

7—Remit 
principal and 
interest to 
the paying 
agent in am- 
ple time and in funds acceptable 
at par to insure prompt payment 
on maturity date. 

Some of the above recommen- 
dations may seem too drastic. 
These are days when mild rem- 
edies will not cure serious cases. 
Extreme measures in public af- 
fairs require courage and leader- 
ship. Officials and citizens who 
recognize that preservation of 
credit may prevent greater sacri- 
fices later and insure lasting ad- 
vantage to the community, are 
the type of leaders needed today to 
guide our municipalities back to 
normalcy. 


Mayor Walker 
of New York 


In an adddress to eastern savings 
bankers, Gaylord C. Cummin, of the 
Municipal Securities Service, Boston, 
said: 

“The quickest and most effective 
method of inducing municipalities to 
correct such bad practices and un- 
sound conditions as exist, is for the 
investor to refuse credit until the ne- 
cessary corrections are applied. The 
time to apply corrective effort is be- 
fore defaults occur rather than after- 
wards. The investor, by insisting that 
municipal finances be _ properly 
handled, is not only protecting him- 
self for the present but is insuring 
that municipal securities will become 
increasingly sound and attractive in 
the future. The day has probably 
gone forever when any general obliga- 
tion municipal bond can be safely 
bought, put in a strong box, and for- 
gotten. Municipal investments must 
be analyzed and watched like all other 
investments. 
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Premier Laval, who 
Secretary Stimson, named states that France 


to head the American del- rani 
egation to the Disarma- J 
ment Conference in Geneva pay . 


Nine railroad presi- 
dents attending the 
wage conference in 
Chicago: (seated) L. 
A. Downs, Daniel 
Willard, J. J. Pelley 
and A. C. Needles; 
(standing) J. E. Gor- 
man, L. W. Baldwin, 
A. Wickersham, H. 
D. Pollard and C. E. 
Denney 


Andrew W. Mellon explains his tax plan to the Senator Carter Glass, Governor Meyer and 
House Ways and Means Committee. Mr. Mel- Charles G. Dawes discuss the Reconstruction 
lon since resigned as head of the Treasury to Finance Corporation 

become Ambassador to England 
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N a business, economic sense, the 
light that shines encouragingly 
today and gives us hope, is the 
faith of the average American in 
himself and his ability to take care of 
himself and his dependents. You can 
search the economic horizon and not 
see a more hopeful sign than the way 
millions of Americans are taking care 
of themselves and their own. If you 
want a ray of light through the eco- 
nomic fog, look at the savings ac- 
counts of millions of ordinary, regular 
American workers; don’t look at the 
earnings of corporations, or records 
of unfilled orders, or unbalanced budg- 
ets. 


Household Management 


S it too much to say that millions 

of rank-and-file Americans have 
managed their financial affairs better 
than many of our generals and colonels 
of industry and finance? Look over 
the economic situation in America, 
and through the gloom and fog this 
is what you will see: The Federal Gov- 
ernment faced with the greatest deficit 
ever known, a condition which past 
prudence might have averted. The 
state of New York with a deficit that 
now demands doubling taxation on al- 
ready burdened incomes and doubling 
certain other taxes—increasing taxes 
when citizens most need relief from 
taxes. 

It is not too much to say that the 
so-called little people, the “‘just folks” 
of America, who have lived within 
their incomes and have a surplus in 
the savings banks are pointing the 
way to financial and economic sanity. 
We are witnessing in the economic 
world a demonstration of Lincoln’s 
proved theory in the political world: 
You can trust the common people, con- 
sidered as a mass. Economic leader- 
ship of the people has largely failed. 
The people are developing their own 
economic leadership, have in fact 
formed it in principle and now are 
leading the way. It is a simple prin- 


ciple, an old, time-tried principle that 
if adhered to consistently would mean 
permanent, though not spectacular, 
not excessive, not illusionary, pros- 
perity. 


That principle is: spend less 


Thrifty America 


By EDWIN BIRD WILSON 


Rank and File Citizens Have Set the Nation an Example 
in Accumulating Capital Reserves for the Future. 


than you earn and accumulate capital 
reserves for future needs. 

It is not saying too much to say 
that many millions of savers are not 
only pointing the way, but actually 
building and paving the way, to eco- 
nomic recovery. They will buy when 
they feel financially secure. Their col- 
lective judgment can be trusted to 
resume buying at the right time and 
thus start the wheels of industry and 
commerce. Meanwhile they are filling 
the reservoirs of capital, of financial 
power, for resumption on a sounder 
basis than we have known in recent 
years. These rank-and-file Americans 
have been wiser than a thousand busi- 
ness leaders and politicians who have 
plunged their corporations and their 
governments into debts, deficits, in- 
solvencies and bankruptcies. 


Everybody 


EW business development in sav- 
ings banks is different in tech- 
nique from new business development 
in commercial banking or investment 
banking or trust business. It is dif- 
ferent mainly for this reason, that 
the need for or desirability of a sav- 
ings account is universal. Not every 
man can have a commercial account. 
Not every man can buy securities or 
insecurities in considerable amount. 
Not every man has an estate or trust 
fund large enough to interest a cor- 
porate fiduciary. But every American, 
from crib-age to dotage, is a logical 
“prospect” for a savings account. Take 
the American home of the humble self- 
serving variety—Mother and Dad, 
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Johnnie and Susie and Tiny Tim— 
each ought to have a savings account. 
And in the higher planes of home liv- 
ing, not only the parents and the chil- 
dren, but the chauffeur and the butler 
and the chef and the maids and the 
laundress and the gardener—even 
though there be a small army of re- 
tainers—every one should have a sav- 
ings account. In times of depression 
it is easier to make them hear the 
voice of the savings bank than in the 
temptatious days of easy earning and 
riotous spending. 


At Home 


A the place to concentrate new 
business efforts is in the home. 
This can be done in many ways— 
through advertising in newspapers 
that go into the homes; through in- 
teresting illustrated messages that do 
not preach but subtly suggest the ad- 
vantages of wise spending and com- 
mon sense saving—distributed regu- 
larly and directly in the homes; 
through letters to present depositors; 
in certain cases through house-to- 
house solicitations of accounts. 

At all times, but especially in this 
depression time, it is highly important 
to make personal contacts with indi- 
viduals. 

The voice of the savings bank ap- 
peal has been a still, small voice 
during our years of false prosperity. 
It has been all but drowned by the 
raucous din of “buy this, buy that; 
spend, spend, spend.” A thousand 
barkers have called their wares and 
their side shows. A thousand selfish 
voices, loud as Stentor’s, have dinned 
their appeals for extravagance in the 
ears of millions of workers who were 
making good wages. One little voice 
has whispered “save a part of what 
you earn for future needs.” I can 
account for that voice being heard at 
all only by the common sense and 
natural self-protective instincts of the 
masses who have their ear nearer the 
ground because of their toil and 
humble station than those in more ex- 
alted and blue-sky positions. Millions 
even in those fool’s paradise days 
heard the small voice and saved bil- 
lions for the future. 
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Five Conditions 
for Recovery 


By LEONARD P. AYRES 


A Factual Answer to the Universal Question, 
“How Long the Depression?” and a Few 
Suggestions for Speeding Its Exit. 


S we enter this third year of the 
depression we have in this 
country a national debt of 
some $17,000,000,000 if we 

include, as perhaps we ought, about 
$12,000,000,000 of our war loans 
to other nations on the theory that we 
must ultimately assume them. Our 
municipal and state debts are in the 
aggregate not greatly smaller than our 
national debt. We owe perhaps $40,- 
000,000,000 on real estate mortgages, 
and as much more on corporate mort- 
gages. Our installment debts are an- 
other $4,000,000,000 or $5,000,000,000 
and our bank indebtedness about $35,- 
000,000,000. If we leave out of ac- 
count miscellaneous personal debts and 
running accounts at stores, we prob- 
ably owe sums that amount in the ag- 
gregate to $1,200 apiece for all the 
individuals in our population. Per- 
haps our debts are equal to half of our 
national wealth. This is our overdraft 
against national savings. We have 
mortgaged future income for present 
satisfactions, and now the future is 
here. Probably we should be justified 
in characterizing this as a debt de- 
pression, while recognizing the fact 
that it is also a price deflation de- 
pression. 


Two Similar Periods 


HERE have been two somewhat 

similar depressions in our past his- 
tory. The first came in the 40’s and 
lasted six years. It followed a period 
of great credit inflation and of unre- 
strained speculation in land. Whole- 
sale prices declined 39 per cent as com- 
pared with the drop of 39 per cent in 
this depression. The Bank of the 
United States failed. Some 33,000 
merchants failed with liabilities of 
$440,000,000. 

A long list of states repudiated their 
debts. The worst offenders were Miss- 
issippi, Louisiana, Maryland, Pennsyl- 
vania, Indiana, Illinois and Michigan. 
Later on all of them except Mississippi 
paid in whole or in part. In 1842 
there were widespread demands that 
the Federal Government should as- 


sume all state debts, but legislation 
providing for this failed to pass. Laws 
were passed in the western states to 
prevent property being sold for debt. 
Many states passed what were known 
as extension laws by which the pay- 
ment of debts was postponed. In 1841 
Congress passed the Bankrupt Act 
by which any person could become free 
from debt by assigning his property. 
Many thousands took advantage of its 
provisions, but it was found that doing 
so ruined a businessman’s credit, and 
the act was repealed after two years. 

Our other debt depression came in 
the 70’s, and it also lasted six years. 
Commodity prices declined 39 per cent, 
as they did in the 40’s, and as they 
have in this depression. The Stock 
Exchange closed for ten days. More 
than 50,000 firms failed, and most of 
the railroads went into insolvency. 
Interest was defaulted on upward of 
$1,000,000,000 of rail bonds, about 
one-third of which were owned in En- 
gland. Ten states repudiated state 
bonds of a value of about $160,000,- 
000. Congress passed a greenback in- 
flation bill, but President Grant vetoed 
it. That depression also followed a 
period of great credit inflation and 
speculation, and it was increased in 
severity by the deflation caused by the 
return to the gold standard which had 
been suspended during the Civil War. 

We cannot know how long this de- 


66 NE thing that is al- 

most sure about 1932 
is that it is going to be the 
transition year of this de- 
pression. The new order 
of affairs is as yet unde- 
fined, but will clearly be 
very different. Whatever 
developments 1932 may 
hold in store, they will 
plainly have a new eco- 
nomic significance.” 


pression will last, but one thing about 
which we may be fairly sure is that 
it is not yet half through. Commodity 
prices have been falling, and business 
activity has been declining for well 
over two years. The long history of 
previous business depressions in this 
country shows that recovery has al- 
most always been a slower process 
than decline. Since decline has not 
yet stopped, it seems probable that the 
return to normal levels of business 
will take more than two years after it 
gets under way, and we do not know 
when that will be. 


Prospects for Price Recovery 


PROMPT recovery in general 

price levels seems unlikely. The 
gold to which prices are tied is ab- 
normally distributed among the na- 
tions, and that maldistribution is not 
yet in the process of being cured. 
Among the factors which contributed 
to it are tariff barriers, and the war- 
debt payments that do not correspond 
to the normal balances of international 
trade. A prompt solution of those 
difficulties does not appear to lie with- 
in the probabilities of political reali- 
ties. Moreover much of the expendi- 
ture of the prosperity period was 
imprudent, and many of the debts cre- 
ated were ill-advised. The folly of 
those years is still far from being 
liquidated. 

Neither does it seem likely that suc- 
cess will attend any attempts that may 
be made by government to recreate 
prosperity by some single act of legis- 
lation. The great public works pro- 
grams that are advocated would in- 
crease our unproductive possessions 
and greatly add to our debts, but this 
would not remove the causes of our 
difficulties. They would not diminish 
trade barriers, or reduce war debts, or 
redistribute gold, or restore price lev- 
els. We squandered our way into this 
depression, but we cannot squander 
our way out of it. As the recent Mac- 
millan report observes, there is no 
known way by which we can spend 
ourselves rich. 
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What then can we do. Must we de- 
cide there is nothing we can do but 
do nothing? The answer is “no.” As 
a nation we are not yet resigned to a 
defeatist policy. One thing that is 
almost sure about 1932 is that it is 
going to be the transition year of this 
depression. During 1930 and 1931 
we have been sliding down a long eco- 
nomic decline from the old order of 
continuous prosperity to a new order 
of affairs that is as yet undefined, but 
which will clearly be very different. 
Whatever developments 1932 may hold 
in store for us they will clearly have 
a new economic significance. 

If price deflation and credit contrac- 
tion should continue at recent rates 
for many months into 1932, much busi- 
ness wreckage would result, and a 
good deal of it would be unnecessary. 
Even at the worst the nation would 
still emerge with its institutions func- 
tioning. It never happens in the very 
worst of depressions that all the banks 
close, or all the railroads fail. Some 
corporations still survive, and some of 
the states and municipalities come 
through without default. The pros- 
pect we have to consider is not that of 
economic collapse. Our problem is 
rather that of deciding on the point 
from which economic reconstruction 
can begin, and of choosing the founda- 
tion on which to build. 


Prerequisites of Recovery 
Drive. 


Y own belief is that we are 

reaching a point where we may 
begin to formulate the conditions that 
may be truly regarded as the pre- 
requisites for launching a recovery 
drive. Perhaps they may be stated as 
five propositions. 

The first is that deflation has gone 
far enough to create a new and lower 
price basis on which the turn can be 
made. Commodity prices have fallen 
to their pre-war levels. They have 
fallen 39 per cent as they did in the 
great debt and price depression of the 
40’s, and in that of the 70’s. A con- 
tinuous index of rail stock prices 
shows a decline of 75 per cent in this 
depression, one of 59 per cent in the 
40’s, and one of 57 per cent in the 70’s. 
Average railroad stock prices are now 
down to the levels reached in 1877 
and in 1839. Rail bonds have fallen 
almost as far as they did in the de- 
pression of the 40’s, and far more 
than they did in the 70’s. 

The second proposition is that we 
do not have to wait for Europe in 
order to begin business recovery here. 
The declines in commodity prices and 
the disruption of international trade 
are largely due to causes that no sin- 
gle nation can control, but that does 
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66 HE hardships of de- 

pressions are largely 
caused by price declines, 
and not by low levels of 
prices. We have suffered 
from the declines and part- 
ly adjusted ourselves to the 
new low levels. Now we 
can go ahead once more, 
not at full speed, but more 
rapidly than we have been 
going lately, and we can do 
so despite the shrinkage in 
our export trade. We do 
not have to wait for 
Europe to begin business 
recovery here.” 


not mean that we can postpone our 
efforts until other nations agree about 
reparations, war-debts, tariffs, and 
gold. The hardships of depressions 
are largely caused by price declines, 
and not by low levels of prices. We 
have suffered from the declines, and 
partly adjusted ourselves to the new 
low levels. Now we can go ahead once 
more, not at full speed, but more rap- 
idly than we have been going lately, 
and we can do so despite the shrink- 
age in our export trade. 


The Reconstruction Act 


HOSE two propositions concern 
prerequisites to recovery that are 
already in being. The third requisite, 
too, has just been met by Congress in 
the passage of the act which created 
the Reconstruction Finance Corpora- 
tion. This organization is starting 
with an appropriated capital of $500,- 
000,000, and power to increase it by 
the sale of its obligations to $2,000,- 
000,000. It has been granted broad 
and flexible powers similar to those of 
the War Finance Corporation, which 
was most effective in the last depres- 
sion. It will be able to make loans to 
the railroads, and to prevent defaults 
by other solvent corporations unable 
to get bank accommodations because 
of the existing credit stringency. In 
general it will be able to step in and 
buttress the foundations of threatened 
business structures wherever that 
might be in the public interest. It is 
planned to be an active force for credit 
expansion, and operated not for profit. 
As the fourth requisite I should ad- 
vocate giving the Federal Reserve 
System broader and more flexible pow- 
ers. I believe the officers of the Re- 
serve banks should formulate the 
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changes that they believe they need in 
the existing Reserve legislation in or- 
der to serve most effectively, and that 
Congress should grant them those 
powers at least for the period of this 
emergency, and look to them to use 
them wisely. Among those new pow- 
ers should be that of rediscounting the 
debentures of the new Reconstruction 
Finance Corporation. 

Finally we need from Congress and 
the Administration an early and defi- 
nite policy of limitation of Federal ex- 
penditures. The prices of Government 
bonds are steadily falling. The banks 
have heavy book losses on those they 
hold, and are becoming increasingly 
unwilling to subscribe for more until 
they know whether the additional is- 
sues this year are to amount to $1,000,- 
000,000, or $3,000,000,000, or $5,000,- 
000,000, or some other total. We need 
rapid progress toward a balanced na- 
tional budget, but in order to create 
healthier credit conditions we are even 
more sorely in need of a declaration 
of the limitations within which Fed- 
eral borrowings will be held in 1932. 
While the Congress is considering 
these matters it might do well to follow 
the example of the railroad brother- 
hoods, and to legislate for a flat de- 
crease in all government salaries and 
wages. 


Five Propositions 


ET me sum up all this by noting 
that in the years since the be- 
ginning of the war we have piled up 
an enormous indebtedness which has 
been followed by a great debt and price 
deflation depression. Twice before in 
earlier years we have experienced sim- 
ilar depression. They came in the 
40’s and in the 70’s, and were the 
longest and most severe in our his- 
tory. They were characterized by 
great financial and business wreckage, 
and by many and varied forms of 
debt repudiation, default, and post- 
ponement. 

This depression is following in many 
respects the pattern of those earlier 
ones, and if we are to escape similar 
consequences it behooves us now to 
discover and point out the requisite 
conditions that would make possible 
the beginnings of recovery. Five 
propositions are suggested as the out- 
line of such a formulation: 

Deflation has gone far enough. 

We do not have to wait for Europe. 

Congress should do nothing to in- 
terfere with the smooth functioning 
of the Reconstruction Finance Cor- 
poration. 

The Federal Reserve System should 
be given broad emergency powers. 

Congress should quickly adopt a 
definite budget. 


The Glass Bill Is a Medley 


By GEORGE E. ANDERSON 


Suggests Changes Directly Opposed to Long-Standing Practice. 
Original Draft Back to Subcommittee for Possible Revision. 


HEN Senator Carter Glass 

of Virginia offered a bill in 

the last Congress of the 

United States to make cer- 
tain changes in the banking laws of 
the country, he stated that his meas- 
ure was intended to be the foundation 
of a general investigation and discus- 
sion of the banking situation. That 
investigation and that discussion have 
been going on in and before a sub- 
committee of the Senate appointed for 
the purpose under the Virginia Sena- 
tor’s chairmanship most of the time 
ever since. 

The result of this subcommittee’s 
work is now before the country, and 
if one may judge from the manner 
of its reception, the discussion in the 
future is likely to be far more general, 
acrimonious, and perhaps _illuminat- 
ing, than it has been in the past year 
or so. The Glass bill will be a highly 
controversial measure. It involves 
policies of great moment directly op- 
posite to those which have been. fol- 
lowed for years; it proposes some 
things which many people do not want 
and it fails to propose others which 
other people want. It certainly will 
be a “basis for discussion,” for the 
distinguished senator from the Old 
Dominion has started something. 


Control of Credit 


HERE is one dominant idea in 
this Senate bill. That idea is the 
control of credit in the country in 
such a way as to prevent its use for 
stock, bond and similar speculation. 
The matter is approached from two 
angles. Control of general credit 
conditions through open market oper- 
ations is to be taken from the New 
York Reserve Bank and put into the 
hands of all Reserve banks. 
Heretofore, open market operations 
have been conducted under the control 
of a committee appointed by the New 
York bank with the assent of the 
other Federal Reserve banks. The bill 
provides that in the future these oper- 
ations are to be conducted by a com- 
mittee composed of representatives of 
each of the twelve Reserve banks. 


This control of general credit condi- 
tions is carried further by the elimi- 
nation of the Secretary of the Treas- 


ury as an ex officio member of the. 


Federal Reserve Board. The Secre- 
tary is believed to be ex Officio an 
exponent of thé “éasy money” policy. 
Control of the use of credit for 
speculation is to be secured by giving 
the Federal Reserve Board the power 
to fix for each Reserve district the 
proportion of capital and surplus of 
each individual bank, not to exceed 
10 per cent, which may be loaned on 
collateral by member banks within 
the district with the view of prevent- 
ing the undue use of bank loans for 
the speculative carrying of securities. 
The Board is to have power to direct 
any member bank to refrain from 
further increase in its security loans 
for any period up to one year under 
penalty of suspension of all rediscount 
privileges with the Federal Reserve. 
~As a sort of blanket to cover the 
whole proposition, the bill provides 
that the discounts, advances and ac- 
commodations granted member banks 
by the Reserve banks shall be given 
only if they are intended for the 
accommodation of commerce, industry 
and agriculture, and that they shall 
not be extended for the purpose_of 
making loans to carry investments or 
facilitate the carrying of or trading 
in stocks, bonds or other investment 
securities except government obliga- 
tions. Member_banks—also are pro- 
hibited from making. .“loans— for 
others” on call for speculative pur- 
poses, thus giving legal form to the 
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rule already adopted by the New York 
Clearing House banks. 

The bill also goes into the matter 
of regulating any part the Federal 
Reserve may have in foreign loan 
flotations or financial dealings with 
foreign bankers. The measure re- 
quires that hereafter Federal Reserve 
banks shall secure the permission of 
the Federal Reserve Board before en- 
tering upon any financial transacttons 
whatever with any foreign bank or 
banker either in the matter of new 
loans, or renewals of former loans, 
and that a full report on all such 
negotiations shall be filed with the 
Federal Reserve Board’ by all repre- 
sentatives of Federal Reserve banks 
engaged in such negotiations. 


Credit Base Is Narrowed 


ESTRICTIONS as to the use of 

Federal Reserve credit also are 
carried into the granting of credit, 
and instead of a “broadening of the 
base” of reserve credit called for by 
the President and an insistent school 
of economists in the country, the bill 
actually narrows it. It is provided 
that in times of emergency groups 
of member banks may be formed in 
any Reserve district which may agree 
to endorse, jointly and severally, notes 
secured by collateral not now eligible 
for rediscount at the Federal Reserve 
but at a progressive rate of interest 
which shall not be less than one half 
of one per cent for the first ninety 
days and increased by 50 per cent for 
each additional ninety days, and these 
notes thus discounted may not be used 
as collateral for the issue of Federal 
Reserve notes. All other forms of 
borrowing, except on liquid commer- 
cial paper, are discouraged. 

The bill provides that member 
banks’ privilege of borrowing from 
the Federal Reserve on-15-day promis- 
sory notes secured by. Government 
obligations is to be continued, but 
only at a rate of interest at least 1 
per cent above the current rediscount 
rate. Nor can these notes, thus se- 
cured, be used as collateral for the 

(Continued on page 532) 
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Not One Depression But Two 


By ALEXANDER DANA NOYES 


Second Half of 1931 Marked Transition from 


Initial to Second Phase of Downward Movement. 


HY, when American finance 
and industry had passed 
through the _ preliminary 
shock of Stock Exchange 
panic in October, 1929, and of indus- 
trial fright in June and September of 
1930, and were apparently recovering 
slowly in the first half of 1931, should 
a new and apparently worse shock have 
been precipitated? That is what gave 
the darkest color to the atmosphere of 
discouragement at the end of 1931. 
One answer to this question is that 
the world has been confronted during 
this two-year period not with one 
panic and its resultant industrial, 
financial and psychological crisis, but 
with two distinct panics, each accom- 
panied by its own particular and char- 
acteristic series of results. I refer to 
the financial breakdown which oc- 
curred in the United States in the 
autumn of 1929 and the financial 
breakdown which occurred in Europe 
in the summer of 1931. 


New Set of Factors 


OW distinct these two episodes 

were may be judged not only by 
the facts that the foreign 
markets were themselves 
slowly improving during 
1931 until the shock of the j 
bank run on Berlin started ,; 
panic, and that the New 
York stock market on the 
average declined only 4 per 
cent in the first half of 1931 
and the bond market barely 
1 per cent, whereas in the 
second half the Stock Ex- 
change fell 48 per cent and 
the bond averages 24 per 
cent. That of itself was 
striking enough. 

But the fact that a totally 
different set of influences, a 
totally different set of causes 
and phenomena prevailed in 
the second chapter of depres- 
sion from those which had 
prevailed in the first, is 
proved by other considera- 
tions. By the end of 1929 
and the middle of 1930, dis- 
cussion of situation 
pivoted wholly on American 
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affairs. After last June, the condition 
of Europe and of the outside world in 
general was the sole consideration. 
Our own situation and outlook were 
discussed after last June only as they 
were considered to be affected by these 
foreign developments. 

This is not the first occasion on 
which a period of depression has been 
similarly characterized by two sepa- 
rate crises of different character, orig- 
inating in different quarters of the 
world. In the nineties, London was 
confronted with panic of the first 
order in September of 1890, when the 
great house of Baring Brothers would 
have gone down in a hopeless crash, 
carrying a long line of other great in- 
stitutions with it, if the Bank of Eng- 
land and the London joint-stock banks 
had not taken over the Baring assets 
as the Austrian national bank and the 
Austrian Government did with the 
Rothschilds’ Kreditanstalt last sum- 
mer. 

A period of trade depression and 
hard times followed in England; 
in 1891 her investors were able to take 
barely one-half the amount of new se- 
curities subscribed in 1890. But the 
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United States of that day, after the 
first shock of the London news, began 
to recover. It was not until three 
years later, when financial England 
was getting on its feet again, that we 
were swept down in the panic of 1893, 
the immediate causes for which were 
of purely American origin. But the 
result proved a secondary and severe 
shock for London; in some respects 
similar to our own experience of last 
year. 


One Important Difference 


ERHAPS it will be said that such 
division of the reactionary period 
merely means that the troubles which 
were first felt in one country had ex- 
tended, though only after much delay, 
to the rest of the world. In this there 
is considerable truth. But the course 
of events on that older occasion dif- 
fered at least in this respect, that 
after the panic of 1893 British capital 
came to the relief of the United States 
and in two years was supporting our 
markets and pulling our finances rap- 
idly together again. Why did not the 
same thing happen when Europe was 
in trouble six months ago? 
We ourselves were then the 
world’s center and our own 
crisis a year and a half be- 

hind us. 

The answer is not difficult, 
and it throws some light on 
the matter of the present sit- 
uation in this country. 

By the nature of the case, 
American capital and the 
American market will even- 
tually come to the relief of 
Europe on this occasion, as 
Europe came to our relief in 
1893 and 1895. But so far 
as concerned our immediate 
position, whether for recov- 
ery at home or for the ex- 
tension of relief abroad, we 
had crippled ourselves by 
what we did in 1928 and 
1929. Not only did our 
speculating public of those 
years exhaust its own re- 

: sources and plunge itself 
into debt at~-the highest 
(Continued on page 526) 


T 
fx eA. 3 
Ney Te: 
| 
pa. 
| 


A Brighter Outlook 
For the Railroads 


BY WILLIAM WALLACE ATTERBURY 


Important Progress Being Made Toward 
Reducing Operating Expenses and 
Preserving Credit. 


E are all interested in the 
prosperity of our country. 
Of course, from my stand- 


point, we are never going to 
be prosperous in this country until the 
entire international problem is settled ; 
but America cannot do that all by her- 
self. 

There are, however, certain things 
that we in this country can do to help 
ourselves. If I refer to the troubles of 
the railroads, I want to emphasize that 
the railroads are merely the tool of 
agriculture and industry, and that the 
things that injure agriculture and ir- 
dustry likewise injure the railroads. 


Sherman and Clayton Acts 


OMPETITION in this country 

has reached the limit. There is 
not an industry that is not suffering 
from. intense competition, whether it 
be the textile trade, the steel trade, or 
any other that can be named. We are 
tied down through the workings of the 
Clayton Act and the Sherman Act so 
completely that no corporations en- 
gaged in the same line of industry are 
permitted to make trade agreements. 
Until the Clayton Act and the Sher- 
man Act are both materially modified, 
industry is not going to be put in the 
position where it can manufacture at 
a reasonable profit. 

The next situation that is troubling 
this country is the condition of credit. 
The trouble with credit today is the 
lack of confidence. It starts with the 
individual depositor and carries on to 
the bank. I happen to be a director of 
three very large banks and in a posi- 
tion to see what is going on. I am 
obliged to approve of the actions which 
are taken, in view of my responsibility 
as a director. Yet I also realize the 
effect they sometimes have on credit. 

The extreme liquidity of our large 
banks has been rendered essential by 
the lack of confidence on the part of 
the depositors. There are today some- 
thing like $57,000,000,000 of deposits 
in the various banks of this country. 
I assume, judging by the affairs of the 


banks with which I am acquainted, 
that there has been an increase in 
liquidity equal to at least 25 or 30 per 
cent of the deposits in the last year 
and a half. If that be true, and I be- 
lieve it not only to be true but quite 
conservative, then at least sixteen or 
seventeen billions of dollars have been 
taken out of circulation, so far as 
credit to industry is concerned, and 
hoarded just as effectively as if people 
had taken it home and put it between 
their mattresses. I cannot blame any 
one of the banks. We have all gone 
through experiences such as I hope I 
shall never have to go through again. 
But the effect has been to increase the 
difficulties under which we all have 
been laboring. 


Securities Sacrificed 


N the life insurance business, the 

demands for advances on policies 
have been large. That has meant 
throwing on the market securities that 
were perfectly good, and yet which 
found no takers at prices which could 
be considered at all normal. 

It seems to me a radical change in 
the banking business has come over 
this country in the last few years. 
The old note broker is nearly a thing 
of the past. In the former days, in 
Philadelphia, we served some thous- 
and or fifteen hundred banks in the 
outlying districts. They would tele- 
phone in and want to buy some notes. 
Those notes are almost gone today. 
Hardly anyone uses notes now, or, if 
so, only to a relatively small extent. 
Our big mercantile houses which used 
to be large users of seasonal money, 
turned instead to the use of their own 
money by the issuance of preferred 
stock or bonds, and rather than being 
borrowers they became lenders of 
money. 

That further complicated the situ- 
ation, and our big banks and our coun- 
try banks were forced to make invest- 
ments that could not be rediscounted 
at the Federal Reserve Bank, and, 
necessarily, in times of emergency 
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such as we have been going through, 
became frozen. 

When the National Credit Corpora- ° 
tion was first established, I made the 
remark, and I still believe I was right, 
“That isn’t going to help the situation, 
because if the $500,000,000 of the 
Credit Corporation are used up the 
banks are going to be that much worse 
off.” Therefore, some active steps 
should be taken to enable the Federal 
Reserve to re-discount certain securi- 
ties and paper that are not now elig- 
ible for re-discount under existing law. 
It is true that the Credit Corporation 
has saved some banks, but if my recol- 
lection is correct calls have been issued 
for only 30 per cent of the original 
$500,000,000, and such restrictions 
were put on the use of the funds as to 
make it almost impossible, in times of 
emergency, to save a bank. 


Reconstruction Program 


OW there has come into existence 

the Reconstruction Finance Cor- 
poration. Its resources will be avail- 
able for many situations, and it will be 
very helpful. The weakness of the plan 
under which it is to operate, however, 
from my standpoint, is that while 
the initial capital of $500,000,000 will 
be obtained by the sale of United 
States bonds, the debentures to be sub- 
sequently issued cannot be used for re- 
discount at the Federal Reserve, nor 
can they be purchased by the Federal 
Reserve. Therefore, after the $500,- 
000,000 are exhausted the result will 
be that no matter what happens the 
money will have to come out of the 
banks, the liquidity of which we are 
still trying to maintain. 

Hence, in that respect, I am afraid 
the Reconstruction Finance Corpora- 
tion, as at present designed to func- 
tion, may be not as helpful as I had 
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originally hoped it would be. Of 
course, the answer to all this is that 
the powers of the Federal Reserve will 
have to be materially extended if we 
want to maintain the liquidity of our 
banks. 

The question of tariffs is one of the 
fundamental troubles today. Here is 
an instance: With England going off 
the gold standard, steel and coal are 
pouring into this country at figures 
with which home industry cannot pos- 
sibly compete. While we have a Tariff 
Commission, and the law, I think, per- 
mits a variation of perhaps 50 per cent 
of the original duty, unfortunately, 
if there happens to be no duty on a 
given commodity, there is no means 
by which one can be applied in order 
to meet a situation such as exists to- 
day. And, in the case of steel, even 
the 50 per cent would not be sufficient 
to protect our own industries. There 
being no tariff on foreign coal, legis- 
lative action is necessary before it can 
be protected. The same thing is true 
of oil, which is coming into this coun- 
try from Venezuela and some of the 
other countries and interfering ma- 
terially not only with our own oil busi- 
ness but with our coal business as well. 


Non-Political Tariff 


NTIL the tariff situation is dealt 
with adequately, making the 


schedules flexible, putting them under 
a Tariff Commission, and taking them 
entirely out of the realm of politics, I 
am satisfied that the sound require- 
ments of our tariff policies will not be 
properly met. 

Taxation, of course, is always with 
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us. Yet it does seem to me that with 
respect to national, state and munic- 
ipal taxation alike, we are passing 
through an orgy of expenditure, and 
until we realize that we must save, 
not only in our private lives, but in the 
conduct of our public affairs as well, I 
doubt that we are going to get on our 
feet. So much for the general situ- 
ation. 

The condition of the railroads, as I 
have indicated, is largely dependent 
upon the state of prosperity of the 
country as a whole. If industry is not 
prosperous, the railroads are not going 
to be prosperous. Yet, I think the rail- 
roads are beginning to get on their 
feet better than industry is today, be- 
cause I really feel that there has been 
a change in public opinion during the 
last few years that is just now bring- 
ing about some of the results to which 
we have all been looking forward. 

Turning to the question of compe- 
tition, we have the busses and the 
trucks. Of course, a great deal of op- 
position is being encountered in the 
efforts to bring the busses and trucks 
under Federal regulation with the rail- 
roads. Yet state regulation of the 
highway carriers is progressing inde- 
pendently. Fortunately, the Interstate 
Commerce Commission has made defi- 
nite recommendations on the question 
of bus regulation, and the report of 
its attorney-examiner, Mr. Leo J. 
Flynn, contains important recommen- 
dations to the commission on the regu- 
lation of the truck industry and the 
equalizing of regulation between high- 
way carriers of all kinds, operating for 
hire, and the railroads. 
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Perhaps some of the worst com- 
petition that the railroads have to 
face is that of the water carriers, 
and here we have even more difficult 
questions to handle. The Panama 
Canal was a great thing for our coun- 
try, entirely apart from its value for 
defense purposes. But, unfortunately, 
when the so-called Panama Canal Act 
was passed, someone put into it a 
rider which prevented the railroads 
from participating in the coastal, the 
inter-coastal, and the Great Lakes 
shipping trade, despite the fact that 
any ship carrying the American flag, 
but not owned by a railroad, may oper- 
ate between our ports. 


Inland Waterways 


HILE the rates are ostensibly 

regulated by the Shipping 
Board, the only requirement is the fil- 
ing of maximum rates. No precautions 
whatever are taken against rates 
which may be unsoundly low. The re- 
sult is that any ship plying between 
American ports is free to cut rates at 
will and to any extent desired. The 
effect of this has been practically to 
destroy the coast-to-coast traffic of our 
great transcontinental rail lines. The 
result to industry is that no shipper 
on the Atlantic coast or on the Pacific 
coast knows today what his neighbor 
is getting in the way of a rate. One 
ship owner will quote a rate on lumber, 
for instance, that a competing shipper 
in the lumber business would not know 
about. The latter in turn, when he 
senses the situation, quotes unsoundly 
low prices on lumber hoping to meet 

(Continued on page 541) 


No Bank 
Stands Alone 


O say that cooperation is an 

economic necessity is but to 

state a truism. It is so self- 

evident that it would seem to 
require no discussion to prove its 
soundness. Cooperation is not only an 
economic necessity, it is a social neces- 
sity. 

It has been well said: “The story 
of advancing civilization is mainly the 
record of mankind’s enlarging capac- 
ity to cooperate. From the days when 
humanity began, not with a solitary 
individual, but with a unit of three— 
father, mother and child—to the days 
when internationalism becomes a live 
issue and increasing numbers of peo- 
ple think in planetary terms, we can 
mark the major changes that have 
passed over human life in terms of 
cooperation, its enlargements and 
lapses, its victories and failures. In 
our time the whole structure of human 
life is-se intricately interrelated, men, 
no matter how various their colors, 
customs or habitats, are so inextrica- 
bly interdependent that the problem 
of cooperation has become supremely 
the critical question of the world.” 


Division of Labor 


UR whole industrial system is 

founded on division of labor, 
which is impossible without a high 
degree of cooperation between the va- 
rious classes of workers and various 
geographical sections. 

Is cooperation an economic neces- 
sity for banks? Strange to say, the 
banking system of this country has 
endured for over 100 years with re- 
markably little cooperation between 
the units comprising the system. This 
lack of cooperation has been due in a 
large measure to the unhappy phrase 
“independent unit system” by which 
our American banking system has 
been characterized. The unhappy por- 
tion of the phrase is the word “‘inde- 
pendent,” for independent means sep- 
arate, self-directing, alone. Perhaps 
the very nature of the origin of the 
United States has caused us to place 
undue emphasis on _ independence. 
Ever since July 4, 1776, in story and 
in song we have praised its blessings. 
Entangling alliances with other na- 
tions have been denounced and the in- 
dependence of states gave rise to a 
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Intelligent Cooperation an Economic 


Necessity. 


Profit Producing Policies 


Possible Only by Working Together. 


fratricidal war. Even a virtue can be- 
come a vice when carried to literal 
conclusions. 

The truth of the matter is that, in 
this twentieth century civilization, 
complete independence is impossible. 
It is impossible for nations. The war 
taught that and it has been more forci- 
bly impressed upon the country by re- 
cent financial events in England and on 
the Continent. The sound of the cannon 
in Flanders fields reverberates in 
Nashville, Tenn., and a financial col- 
lapse in Berlin is felt in Little Rock, 
Ark. Cooperation among nations has 
indeed become an economic necessity. 
Statesmen, scientists and financiers 
alike agree that another world war 
would not only bankrupt the world but 
would probably wipe out our civiliza- 
tion. 

Complete independence has proved 
impossible as between states, as wit- 
ness the highly centralized powers 
we have given our Federal Govern- 
ment as a result of our experience 
in democracy. The powers of the 
President and Congress today are 
enough to make the former advocates 
of “states rights” shift uneasily in 
their graves. 


No Independent Banks 


HAT is true of nations and 

states is true of cities, com- 
munities and individuals, and it is 
especially true of banks. No bank to- 
day can be completely independent of 
all other financial institutions. 

Much has been said and written in 
the past few years about branch bank- 
ing and group banking on the one 
hand as distinguished from unit bank- 
ing on the other. It has been the sub- 
ject of discussion at hundreds of con- 
ventions and the pages of financial 
magazines and journals have been re- 


502 


plete with the argument over the 
virtues and faults of the respective 
systems. Many of the leading bank- 
ers of this country have prophesied 
that the unit system is outworn, anti- 
quated and unsound in this swiftly 
moving economic age. They have said 
it must go, that it cannot provide the 
financial fuel to run the wheels of our 
mighty engines of commerce and in- 
dustry. To reopen that argument does 
not lie within the scope of this discus- 
sion. Suffice it to say that whether 
or not the unit system of banking will 
eventually pass into obsolescence, one 
thing is certain—the independent unit 
system, as meaning a system of sep- 
arate units going it alone, most cer- 
tainly is fast becoming a system of 
the past. 


Public Has Stepped In 


E can no longer continue inde- 

pendent of our fellow units. Co- 
operation among banks, just as among 
nations, has indeed become an eco- 
nomic necessity. The trouble with 
American banking today is that we 
have been so afraid that our competi- 
tor bankers would run our business 
that we have lost sight of the fact 
that something far worse has been 
happening and that is that the public , 
has been running it. Some may con- 
test this statement. A few examples 
are enough to prove the point. For 
example, there is no banker who will 
accept a savings deposit without re- 
serving the right to require at least 
thirty days’ notice of withdrawal and 
there is not a banker who would dare 
enforce the right, except in a most 
extreme crisis; although there is not 
one who has not within the past 
twelve months wished to high heaven 
that he might do so. In regard to this 
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How Uncle Sam Pays the Piper 


Borrowing for Every Day Living Expenses Is Not 
Good Finance for a Citizen or a Government. 


66 HE government spent its 
way into a deficit. It can 
emerge only by economy and 
sound fiscal methods.” This 

is the dictum of a committee of the 
Chamber of Commerce of the United 
States. Everybody understands the 
meaning of economy. What sound 
fiscal methods may be under the pres- 
ent situation of the nation, however, 
is not so certain. Taxes or bonds? 
Unfortunately it must be both; and 
always economy. What is now bother- 
ing the Congress of the United States 
is the proportions of these three ele- 
ments in the mixture which it is to 
apply to the country. 


$4,625,000,000 


AX figures in the United States 
are large figures; this is a large 
country. If any one is disposed to 
question this premise let him consider 
the size of the national deficit con- 
templated by the Federal Treasury by 
the 30th of next June. It is $2,123,- 
000,000—unless it can be cut down a 
little by increased taxes during the 
current fiscal year. Some $903,000,- 
000 of this is the hang-over from last 
year. According to the official fore- 
cast in the budget the deficit for the 
next fiscal year, that ending June 30, 
1933, will be $1,417,000,000. 
In addition to these actual 
and contemplated deficits the 
Federal Treasury is faced 
with the necessity of financ- 
ing more than $800,000,000 
of veterans’ adjusted com- 
pensation loans. To this 
must be added the appro- 
priations already made of 
$500,000,000 for the Re- 
construction Finance Cor- 
poration and $125,000,000 
for the Federal land banks. 
Even without the appropria- 
tion of $200,000,000 as a 
liquidation fund for the re- 
lief of depositors in defunct 
banks, almost certain to be 
made under the recommen- 
dation of the President 
either in the Glass banking 
bill or in the Thomas-Beedy 
bill, the total deficit prom- 
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ised is $4,625,000,000. That is $38.54 
per head of population or $192.70 for 
each family of five in the country. 

One can see that this tax and defi- 
cit business is a matter of rather 
poignant personal interest to every 
one. This deficit means that without 
an increase in taxes or a decrease in 
expenditures—or both—the public 
debt of the United States would be 
increased by over $4,500,000,000 in 
24 months. That would be bad for the 
bond market. 


Not a Bond Emergency 


O doubt this increase in the 

public debt could be arranged; 
certainly in war time it has been done 
and could be done again. But this is 
not war time. Nor do the public au- 
thorities of the United States think it 
is necessary. There is a certain 
amount of emergency in the situation 
but it is not a bond emergency—at 
least to no greater extent than neces- 
sity forces upon the country. For ex- 
ample, $350,000,000 of the increased 
expenditures for public building and 
construction is an emergency meas- 
ure to furnish employment and stimu- 
late trade; $500,000,000 for the Re- 
construction Finance Corporation rep- 
resents an emergency in finance; 


Four automobile manufacturers leaving the White House 
after urging President Hoover to resist the proposed tax on 
new motor cars—W. C. Cowling of Ford, Alfred P. Sloan, 
General Motors, Alvan MacCaulay of Packard and Roy D. 
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$125,000,000 for the land banks prob- 
ably may be counted as an emergency 
allowance—at least $1,000,000,000 of 
the whole deficit is for emergencies. 
But the bulk of it is for ordinary ex- 
penses of government, the result of 
continued high costs of government in 
the face of a fall in revenues due to 
business depression. 

This, the Federal authorities urge, 
is plain running expenses of the Gov- 
ernment which should be handled upon 
a pay-as-you-go basis exactly as the 
common sense thrifty average citizen 
expects to pay his living expenses. 
Borrowing for every day living ex- 
penses is not good finance either for 
a citizen or a government. 

Hence the necessity for economy— 
and taxes. The Federal administra- 
tion has inaugurated the economy 
program by paring down proposed ex- 
penditures under the budget to what 
it considers the lowest practicable 
limit. Its proposed savings in this di- 
rection are lost in the increases made 
necessary by proposed relief measures 
but they are substantial—$365,000,- 
000 in the budget estimates. Further 
reduction must be made by Congress 
and herein has appeared much differ- 
ence of opinion and, unfortunately, a 
certain measure of politics. 

In the matter of increased revenue 
there is also much difference 
of opinion and some politics 
—on the whole much more 
difference in honest opinion 
than politics. First of all 
there is the Treasury, or 
administration program. 
This contemplates an_ in- 
crease in individual and 
corporation income taxes, 
the imposition of certain 
renewed or additional mis- 
cellaneous taxes, an in- 
crease in the estates tax 
and an increase in postal 
revenues to cover the in- 
creased deficit in that great 
department of the public’s 
business. In the income 
taxes the normal rates are 
to be fixed at 2, 4 and 6 per 
cent instead of the present 
114, 3 and 5 per cent; surtax 
rates at 1 per cent, begin- 
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ning with incomes over $10,000, grad- 
uated up to 37 per cent on incomes 
between $100,000 and $200,000, and 
reaching 40 per cent on incomes in 
excess of $500,000 as compared with 
the present maximum rate of 20 per 
cent on incomes in excess of $100,000. 
Personal exemptions are to be fixed 
at $1,000 and $2,500 with a credit of 
$400 for each dependent. 

The earned income provisions of 
the revenue act of 1928 permitting 
larger deductions in respect of earned 
income than were permitted by the 
act of 1924, under the plan, will be 
continued. The corporation income 
tax is to be increased from the present 
12 per cent to 12% per cent and the 
present exemption of $3,000 on cor- 
porations with net incomes of $25,000 
or less will be eliminated. 

The estates tax is to be based on 
the tax rate of 1921 by means of a 
supertax on present rates so as to 
avoid state tax complications, the ac- 
tual rates to be graduated from 1 per 
cent on the first $50,000 up to 25 per 
cent on estates in excess of $10,- 
000,000. 


Tobacco, Radios and Motor 
Cars 


N the way of miscellaneous taxes 

additional revenue is to be secured 
by an increase of one-sixth in the 
present rates on tobacco manufac- 
tures and products except cigars; an 
increase of 1 per cent in the existing 
stamp tax upon sales or transfers of 
capital stock; extension of the present 
tax on admissions through the reduc- 
tion of the present exemption to 10 
cents; a tax on manufacturers’ sales 
of automobiles, trucks and accessories 
at 5, 3 and 21% per cent, respectively ; 
a stamp tax on conveyances of realty 
of 50 cents for each $500 of value in 
excess of $100; a tax of 5 per cent on 
manufacturers’ sales of radio and 
phonograph equipment and _ acces- 
sories; a stamp tax of 2 cents on each 
check and draft, and a tax on tele- 
phone, telegraph, cable and radio mes- 
sages of 5 cents for charges in the 
amount of 14 to 50 cents, and 10 
cents for charges in amounts in ex- 
cess of 50 cents. Postal revenues are 
to be increased by raising the first 
class or letter rate from two to three 
cents with slight upward changes in 
second class rates. 

The result of this program, accord- 
ing to Treasury calculations, would be 
an increase of $390,000,000 in the cur- 
rent half year and $920,000,000 in 
the fiscal year commencing on the 30th 
of next June. The increases in the 
next fiscal year would include $60,- 
000,000 in corporation income taxes; 


AMERICAN BANKERS ASSOCIATION JOURNAL 


$185,000,000 in individual incomes; 
$11,000,000 in estate taxes; $58,000,- 
000 on tobacco manufactures; $15,- 
000,000 each on conveyances and stock 
sales; $121,000,000 on automobiles 
and accessories; $135,000,000 on 
amusement admission taxes; $20,000,- 
000 on radios; $55,000,000 on tele- 
phone and telegraph messages; and 
$95,000,000 on checks and drafts. The 
total is $770,000,000. With $150,000,- 
000 additional revenue in the post- 
office the increased income would be 
the $920,000,000 contemplated. 


Billions In More Bonds 


SSUMING that the national rev- 
enue is thus increased in the 
rest of the current fiscal year and in 
the fiscal year ending a year from 
next June by $1,310,000,000 and na- 
tional obligations entail a deficit of 
$4,625,000,000 on the basis of present 
revenues there is a difference of about 
$3,315,000,000 which must be covered 
by bonds or other Treasury borrow- 
ings. 

That is a sizable sum and it is that 
sum which the Treasury places as the 
absolute limit beyond which the Gov- 
ernment cannot go without impairing 
the credit of the country under pres- 
ent conditions. In fact the Treasury 
is convinced and Congress gradually 
is coming around to the idea, that 
prices of Government bonds cannot be 
measurably improved without a bal- 
ancing of the budget. That is impos- 
sible for the present year; for next 
year the Treasury believes it is not 
only possible but also that it must be 
done. 


The Economy Program 


T is evident that increasing the na- 

tional revenue by $920,000,000 is 
not going to balance the budget in the 
next fiscal year in the face of a pros- 
pective deficit of $1,400,000,000. 
Therein comes the necessity of the 
economy program, involving, as Sec- 
retary Mellon put it, “not only self 
denial but some measure of sacrifice.” 
Both houses of Congress are full of 
propositions along the lines of econ- 
omy. There is, for example, the pro- 
posal of a group of House members 
to cut all budget expenditures by 10 
per cent, but since almost half of the 
budget expenditures are for the ser- 
vice of the public debt and payments 
of pensions and other allowances for 
veterans this proposition is not con- 
sidered practicable. 

Then there is an increasing demand 
for a reduction in all Federal salaries 
sponsored particularly by Representa- 
tive Will R. Wood, former chairman 
of the House Committee on Appro- 
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priations, and by Senator Borah. 
Representative Wood proposes a re- 
duction of 5 per cent in salaries rang- 
ing from $2,000 to $5,000 per year 
and of 10 per cent on all salaries in 
excess of $5,000. Senator Borah pro- 
poses a cut of 6 per cent in salaries 
of from $5,000 to $7,000, 10 per cent 
in salaries between $7,000 and $10,000 
and 20 per cent in salaries above 
$10,000. He estimates that his bill 
would save the Treasury between 
$200,000,000 and $225,000,000. Chair- 
man Ross J. Collins of the House 
Committee on Appropriations for the 
War Department proposes to drop 
2000 officers from the army by elim- 
inating older officers and temporarily 
halting the induction of new officers, 
thus saving about $20,000,000 in sal- 
aries and allowances. The Committee 
of the Chamber of Commerce of the 
United States above referred to calls 
for the consolidation of the War and 
Navy Departments, the suspension of 
new naval construction, reorganiza- 
tion of Government bureaus, the cur- 
tailment of Federal grants to the 
states and a reduction in the Federal 
program for public construction as an 
unemployment relief measure. 


Opposition to New Taxes 


F course, there is opposition to 

the proposed new taxes. Aside 
from the reaction naturally to be 
anticipated from adding 1,700,000 
new taxpayers on the income tax list 
and the inevitable cry of. anguished 
surprise from taxpayers generally 
there are organized movements in op- 
position from several important in- 
dustries, notably the tobacco industry 
and the automobile industry with its 
ancillary oil connections. 

The automobile manufacturers claim 
that theirs is a key industry and that 
the proposed tax will prevent that re- 
vival of the automobile trade which is 
expected to form the basis for much 
recovery in other lines. The tobacco 
industry—well, the tobacco industry 
simply does not want to pay the addi- 
tional tax. Opponents of the increase 
in postal rates claim that the increase 
will so reduce the volume of mail mat- 
ter moving that the change will pro- 
duce no increase in revenue, while the 
organization of postal clerks claims 
that the reduction will be great 
enough to lead to unemployment 
among its members. The Ways and 
Means Committee of the House has 
already gone on record against the in- 
crease in postal rates but the subject 
will be brought up in the Senate. 

Then there are proposals for other 
taxes, notably a sales tax. Such a tax 
has been considered by the Treasury 

(Continued on page 516) 
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Decision Against Multiple 
Inheritance Taxation 


By THOMAS B. PATON 


Non-Resident Decedent’s Stock in Domestic Corpora- 
tion Subject to Tax Only Where Decedent Domiciled. 


HE recent decision of the 

United States Supreme Court 

in First National Bank of Bos- 

ton v. Maine (Jan. 4, 1932) 
holding that the transfer of stock of 
a domestic corporation owned by a 
nonresident decedent is subject to in- 
heritance tax only in the state of the 
decedent’s domicile and that such stock 
cannot be subjected to taxation a 
second time in the state of incorpora- 
tion, is of tremendous importance to 
corporate trustees as settling a ques- 
tion upon which, heretofore, there has 
been some doubt. 


A Previous Decision 


T was at one time held by the Su- 
preme Court of the United States 

(Blackstone v. Miller, 188 U. S. 189; 
decided in 1903) that intangibles 
owned by nonresidents were subject 
to inheritance taxation in more than 
one state; that is, the transfer was 
taxable not only in the state of the 
decedent’s domicile but also in the state 
where the intangible had its situs. It 
was entirely possible under this ruling 
that the transfer of intangibles in the 
form of bonds or other evidences of 
indebtedness might be subject to in- 
heritance taxation in four states, ac- 
cording to different views adopted by 
the courts concerning the situs for 
taxation, namely (1) the domicile of 
the decedent (2) the domicile of the 
debtor (3) the place where the instru- 
ments were physically present (4) the 
jurisdiction where the decedent had 
caused them to become integral parts 
of a local business. 

This dangerous possibility of multi- 
ple taxation of the same subject led 
to a movement for and the adoption 
by a large number of states of recipro- 
cal exemption legislation under which 
inheritance or transfer taxes upon in- 
tangible personal property of nonresi- 
dents was not imposed where the state 
of domicile of the nonresident de- 
cedent made similar exemption. 

Then came Frick v. Pennsylvania, 
268 U. S. 473 decided in 1925, which 


“ONE question is left open 

by the decision now ren- 
dered, namely, whether cor- 
porate stock may obtain a 
business situs in a_ state 
other than that of the deced- 
ent’s domicile so as to be 
subject to inheritance tax in 
such other state. Upon this 
point the court says: We do 
not overlook the possibility 
that shares of stock as well as 
other intangibles, may be so 
used in a state other than 
that of the owner’s domicile as 
to give them a situs analogous 
to the actual situs of tangible 
personal property. That ques- 
tion heretofore has been re- 
served and it still is reserved 
to be disposed of when, if 
ever, it properly shall be pre- 
sented for our consideration.” 


held (1) that a statute of Penn- 
sylvania which attempted to tax the 
transfer of tangible personalty (as 
distinguished from intangibles) hav- 
ing an actual situs in other states 
contravened the Fourteenth Amend- 
ment and (2) that in so far as the 
statute required that stocks of cor- 
porations of other states owned by 
the decedent be included at their full 
value, without deducting the tax paid 
to those states, it exceeded the power 
of the state and thereby infringed the 
constitutional guaranty of due process 
of law but (3) there was no error in 
refusing to make any deduction from 
the clear value on account of the estate 
tax imposed by the United States. 
In 1930 came the welcome decision 
of the Supreme Court of the United 
States in Farmers Loan & Trust Co. v. 
State of Minnesota, 280 U. S. 204 
which definitely overruled the decision 
in Blackstone v. Miller, 188 U. S. 189 
and held that where the decedent, 
while domiciled and residing in New 
York, had owned and kept within that 
state negotiable bonds and certificates 
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of indebtedness issued by the state 
of Minnesota and certain cities there- 
in, none of which had any connection 
with business carried on by or for the 
decedent in Minnesota and all of 
which passed under his will, which 
was probated in New York, where he 
died, the state of Minnesota could not 
assess inheritance tax on the transfer 
of such securities under the Four- 
teenth Amendment. 

This decision still left open the 
question of the right of a state to im- 
pose an inheritance tax on the trans- 
fer of stock of domestic corporations 
owned by nonresident decedents. This 
question is now finally settled in the 
negative by the present decision. The 
rule announced. in Farmers Loan & 
Trust Co. v. Minnesota is followed and 
applied to the case of corporate stock 
and the prior decision in the Frick 
case is distinguished-so far as con- 
cerns the question of double taxation 
of corporate stock. 


A Point Undecided 


NE question is left open by the 
decision now rendered, namely, 
whether corporate stock may obtain a 
business situs in a state other than 
that of the decedent’s domicile so as 
to be subject to inheritance tax in 
such other state. Upon this point the 
court says: “We do not overlook the 
possibility that shares of stock as well 
as other intangibles, may be so used 
in a state other than that of the 
owner’s domicile as to give them a 
situs analogous to the actual situs 
of tangible personal property. (See 
Farmers Loan Co. case, supra, at p. 
213.) That question heretofore has been 
reserved and still is reserved to be dis- 
posed of when, if ever, it properly shall 
be presented for our consideration.” 
The recent decision in First Na- 
tional Bank of Boston v. Maine will be 
welcomed by officials of trust com- 
panies and of banks exercising cor- 
porate trusteeships as clearing the law 
and removing the bogey of multiple 
taxation so long prevalent. 


The Glass Bill 


HE announcement from Washington that the Glass 

Bill to amend the Federal Reserve and national 
banking acts would be reported by the Senate Com- 
mittee on Banking and Currency without giving bank- 
ers an opportunity to consider its provisions, has 
caused much concern. 

The bill as originally introduced makes a number of 
fundamental changes in the laws governing banks. It 
contains many provisions which are open to objection 
and includes emergency legislation which might better 
be considered separately. For these reasons banks 
have asked for time to study the bill and submit their 
views. 

Owing to the objections raised against its terms the 
bill has been returned to the subcommittee where, it 
is understood, material revisions are being made. 
Bankers hope that when the work of revising the 
measure has been completed, ample opportunity will 
be given the banks of the country to study its pro- 
visions. 


The Dollar Votes 


HE banks of New York have done an epoch-mak- 

ing thing. They have done something that the 
voters of New York have not been able to accomplish. 
They have compelled the application of some degree of 
economy to the administration of the affairs of New 
York City. 

New York needed money and wanted a loan. The 
banks thought the city’s overhead too high. New 
York was told so, just like any other bank customer 
seeking a line of credit. City officials squirmed. An 
appeal was even made to Congress for a loan from 
the Government but without result. New York had to 
meet the requirements of the banks. 

The action of the New York banks, taken before it 
was too late, is of great significance to the taxpayer, 
to the investor and to the cause of efficient govern- 
ment. What the New York banks did others can do. 
Better city governments and better municipal bond 
value will be the outcome. 


Thrift in 1932 


HE importance of thrift will stand out this year 

more vividly than ever before. Not only is this 
true for individuals, but also for banks interested in 
the savings business. 

As the recession in industry gained headway in 
1930, it was found that greater buying power was 
available and being utilized in those areas where sav- 
ings deposits were greatest. Time has emphasized that 
condition. 


From the viewpoint of the bank the thriftiness of 
the individual is absolutely essential. Only recently 
has adequate attention been given to the lessening de- 
posits in banks, although for the last four years the 
American Bankers Association has been pointing out 
statistically that demand deposits were declining, their 
volume now being less by more than $3,000,000,000 
than in 1927. 

All in all, the welfare of the individual and of banks 
in 1932 is based upon the degree to which the 40,- 
000,000 Americans now employed in gainful occupa- 
tions will add to their thrift and savings accounts dur- 
ing the year. 


Ambassador Mellon 


ANKERS regret the resignation of Andrew W. 

Mellon as Secretary of the Treasury, to become 
Ambassador to England. For eleven years Mr. Mellon 
has guided the Treasury policies of the Federal Gov- 
ernment and his presence in Washington has been an 
important stabilizing factor throughout the difficult 
post-war period. 

“The main thing,” he said at his last press confer- 
ence as Secretary, “is to be where you can be most 
useful. The main satisfaction is in carrying on a 
work where one can accomplish something: the trans- 
lation of capacity into accomplishment.” In London 
Mr. Mellon will face perhaps the greatest task of his 
career. The Hoover moratorium expires on June 30 
and before that time the entire question of debts and 
reparations will require an answer. 

Ogden L. Mills, who moves up from the post of 
Under Secretary to succeed Mr. Mellon, is eminently 
qualified by experience and ability to take the helm. 
During the past few years he has carried an increasing 
share of the Treasury burden on his own shoulders 
and has been in agreement with Mr. Mellon on the 
main items of Treasury policy. He is 47 years old 
and a man of great energy. 


The Innocent Bystander 


N Jan. 9 Chancellor Bruening declared that Ger- 

many could not continue to pay reparations. 
One week later Premier Laval announced that France 
would relinquish no reparations without a correspond- 
ing remission of debts. 

Taken together these statements reflect the Euro- 
pean view that the United States should pay for the 
war. Without entering at all into the question of 
whether cancellation is a good thing or a bad thing 
for America, it is interesting to look back over the 
distance we have come since Archduke Francis and 
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his wife were assassinated, June 28, 1914, at Sarajevo, 
Bosnia; and to see by what path Europe has reached 
the amazing conclusion that she is fully justified in 
sending America a bill for the war. 

When war broke out in 1914 America was puzzled, 
but too busy with her own affairs to be much con- 
cerned. Then came the declaration of war against 
Germany in April, 1917, and Europe felt that it was 
generous on the part of the United States to come over 
and help put out a fire which had been started by 
Europe’s carelessness. Then, the Armistice in No- 
vember, 1918, and almost two years later, the Repara- 
tions Commission assessed Germany with claims ag- 
gregating $31,416,000,000. France was to receive 52 
per cent, the United States, nothing, and other nations 
were to get varying amounts in between these two 
figures. 

In April, 1922, came the Balfour declaration that 
England would surrender her share of reparations on 
condition that all countries would agree to write off 
inter-allied indebtedness. In January, 1923, the French 
entered the Ruhr. In October of the same year the 
United States was invited to cooperate in the solution 
of Europe’s financial problem. In April, 1924, the 
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Dawes Committee report provided for payments of 
$1,918,000,000 by Germany for the period 1924-1929. 
In June, 1929, the preliminary report of the Young 
Plan provided total payments by Germany to the allies 
of $27,641,942,820 over the period 1929-1988. 

That brings the record to last June when President 
Hoover announced a one-year moratorium. On Dec. 
24, 1931, the Young Plan experts reported that 
Germany could not meet her reparations obligations. 
In January between the Bruening and Laval state- 
ments, the French treasury proposed to the British 
Government the annulment of conditional reparations 
provided the United States would cancel debts. On 
Jan. 14, there were press reports that Italy had sug- 
gested a concerted repudiation of all governmental 
debts to the United States. On Jan. 19 the Lausanne 
conference was postponed indefinitely. 

Finally on Jan. 21 appeared an article in semi- 
official Le Temps, under the title, “America’s Error 
and Germany’s Fault,” linking America and Germany 
as jointly responsible for Europe’s predicament, with 
more than a hint that America is the chief culprit. 
The only step that remains is to prove that America 
should pay reparations to Europe. 


TO CONGRESS 


HE American Bankers Association, through 


its members representing the bankers of the 
nation, respectfully calls upon all members of 
Congress to join hands with those who recognize 
that present conditions demand a drastic curtail- 
ment of Governmental expenditures in every pos- 
sible way, to the end that public confidence in the 
high credit of Government may remain unim- 
paired. 

The prime requirement of sound Governmental 
finance is a balanced budget. We believe, there- 
fore, that effective measures to bring this about 
through devoted cooperation for the public good, 
constitutes the first and foremost duty of the 
administrative and legislative branches of our 
Government. 

Balancing the Federal budget under existing 
circumstances clearly demands two lines of action 
—first, a reduction of expenditures; and second, 
an increase in income. This means unequivocally 
that the cost of Government must be cut down 
on the one hand; and, on the other, that effective 
and equitable tax measures must be devised to 
assure adequate revenues for all proper expendi- 
tures. 

There can be little hope for private business 
stability unless the Federal Government is kept 
upon an operating basis that will sustain its effi- 
ciency and maintain its credit. The delibera- 
tions of Congress should make clear to our people 


that the Government cannot continue to live be- 
yond its income without disaster, and Congress 
should act fearlessly in the light of this public 
understanding. 

Federal funds come only from the pockets of 
the people—through either taxes or loans. There 
must be a sound balance in the use of these two 
methods. If fresh loans are too numerous or 
extensive, pre-existing security values are im- 
paired, injury done to Government credit and 
burdensome charges created. Iftaxes are too high, 
and particularly if not equitably spread, busi- 
ness is crippled and the capacity to pay weakened. 

To avoid these disastrous results, policies of 
rigid economy in Government are of prime im- 
portance. The people are demanding in no un- 
certain terms that every last dollar of avoidable 
Governmental expense be done away with and 
that every dollar of unavoidable expenditure be 
made to bring a full return of economic and 
efficient public service. This applies not only to 
the national Government but to every state, 
county, city and other taxing jurisdiction. The 
influence seeps down, not up, and local govern- 
ments look to the Federal Government for leader- 
ship. 

The American Bankers Association respect- 
fully urges that every effort and every faculty 
of our national legislature be devoted to ‘this 
purpose until its aim is accomplished. 
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Two Plans for 
Bank Stability 


By J. STEWART BAKER 


Cooperation Through Regional Clearinghouses and 
Adequate Protection Against Forced Liquidation. 


HE happenings of the last 

year, and the problems which 

face banks now, demonstrate 

anew the inter-dependence of 
banking institutions and their com- 
munity of interest. A bank in ac- 
cepting deposits assumes a responsi- 
bility which far transcends any indi- 
vidual transactions with its deposi- 
tors. It has a responsibility toward 
other banks, for loss of confidence at 
any one point may quickly spread and 
become epidemic and seriously affect 
others. Banks have a common inter- 
est in the communities which they 
serve and in individual and collective 
business from which they derive their 
profits. Is there any business or pro- 
fession which stands to benefit more 
through cooperation? 


In Union 


UT it seems to me that coopera- 

tion between banks is a duty and 
that the best interests of the stock- 
holders, of the depositors and of the 
public will be served by the closest 
kind of association. In our present 
day economics, all industry, all com- 
merce, all employment, all living exists 
against a background of banking and 
in almost uninterrupted contact with 
financial institutions. I think it can- 
not be gainsaid that general pros- 
perity is inconceivable apart from a 
well administered banking system or 
that, when such prosperity is inter- 
rupted, as at present, the bankers 
should play a leading part in its res- 
toration. Inasmuch as the problems 
of today are largely economic, it 
seems only natural that the public has 
turned for leadership to that business 
which is most extensively and inten- 
sively concerned with economics—the 
business of banking. 

Leadership must be developed from 
within, not imposed from without. 
This brings a great responsibility to 
our doors and is a sobering thought. 
If we accept leadership, we must be 
prepared to accept responsibilities. 
Our own conditions and methods must 
be as sound and efficient as we can 


make them. Is it not obvious that 
there are now many in the banking 
business who do not belong there, who 
are not truly bankers in ideals, tem- 
perament and training, perhaps, not 
even in resources. This thought dif- 
ferentiates the field of business from 
that of the professions. Business is 
supposed to be regulated largely by 
the law of supply and demand, while 
the professions assert codes of ethics 
and seek internal means for maintain- 
ing standards. I regard banking as 
entitled to a professional viewpoint 
and feel that methods of self-correc- 
tion within our ranks may well be con- 
sidered. I submit that groups of 
banks should exercise control over 
members of the group—ethically and 
technically—not as a means of oppres- 
sion, but for self-protection and for 
the maintenance of high standards. 


One Excellent Example 


ITHIN the last few months we 

have seen a great corporation 
organized with funds of approxi- 
mately $500,000,000, supplied by the 
banks of the country, to assist indi- 
vidual banks that may be in need of 
help. In this state the banks have 
been divided into groups which 
through committees pass on the appli- 
cations for loans from this corpora- 
tion. If approved, the member banks 
of the group automatically guarantee 
such loans. The willingness of the 
banks of the state to join in such an 
undertaking shows that they realize 
how much their own welfare is 
wrapped up in that of their neighbors, 
and that they can best meet the dan- 
gers and problems that confront them 
by united effort. 

If there is one lesson that the pres- 
ent situation teaches the bankers— 
and they should never forget it—it is 
that in cooperation there is strength. 
Self-interest demands cooperation. 

The New York Clearing House 
Association was founded seventy- 
eight years ago and has had an hon- 
orable and useful career. It has a 
constitution and by-laws which govern 
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its activities, and its membership con- 
sists of twenty-two banks and trust 
companies. It functions through its 
various committees, made up of rep- 
resentatives of its members, elected 
annually. Cooperation is its watch- 
word. Its mechanical operations, 
though valuable, seem to me to be its 
least important contribution. When 
problems have to be faced and when 
concerted action is necessary, the in- 
strumentality already exists through 
which the member banks can effec- 
tively function. It has acted often 
and smoothly, especially during the 
past year, for the benefit of its mem- 
bers and the general banking situa- 
tion in New York City. There have, 
of course, been honest differences of 
opinion, but individual opinions have 
given way before the desire for com- 
mon action in some constructive and 
helpful move. 


Idea Should Spread 


WOULD recommend the establish- 
ment of regional groups or regional 
clearinghouse associations -. which 
would cover each state. If the clear- 
ing of checks can be expedited through 
these groups, there is value in consti- 
tuting them as clearinghouse associa- 
(Continued on page 539) 
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No capital investment required 
to cut transit costs this way 


Movie film record replaces 
four of the five listings 
formerly required 


HE BANK OF AMERICA, in San 

Francisco, is one of hundreds of 
ably managed banks which find 
Recordak indispensable in their tran- 
sit departments. 

Without disturbing routine and 
without other additional equipment, 
this bank has increased transit depart- 
ment efficiency by at least 50%. 


Four of the five previous listings 
were eliminated from cash letters— 
now the operators merely list check 
amounts on an adding machine with 
one hand, and simultaneously photo- 
graph the checks with the other. 

Recordak affords protection against 
loss of items in transit, and greatly 
simplifies filing, with a 90% saving 
in storage space. 

All this is accomplished without 
capital investment. Recordak is leased 
at a small rental charge. It effects sub- 
stantial economies in transit work, 


Recordak Corporation 


When writing to advertisers please mention the American Bankers Association Journal 


in the bookkeeping department, in fil- 
ing costs, and through its protection 
against fraud. 

No bank is too small to profit from 
Recordak. Mail the coupon now for 
complete, up-to-date information. 


RECORDAK CORPORATION 
350 Madison Avenue, New York City 


Please send me free booklet, “Improved Banking 
with the Recordak.” 


Subsidiary of 
Eastman Kodak Company 
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Whether in the traditional classic or 
the designs of today, the beauty of 
a monumental building is enhanced 
by the use of GEORGIA MARBLE 


Federal Reserve Branch Bank, 
Pittsburgh, Penna.; Walker and 
Weeks, Architects; Mellon Stuart, 


General Contractor. 


THE GEORGIA MARBLE CO. 


A/ASSEE. through which the architecture and TATE, GEORGIA 
sculpture of the ages have been given to the - 
world, becomes the medium for the expression of the NEW YORK CLEVELAND 


° ATLANTA CHICAGO DALLAS 
new design of today. 


The New York Trust Company Building, 57th Street ote 
and 5th Avenue, the Folger Library in Washington, GEORGEAS 
and the Pittsburgh Federal Reserve Branch Bank are Sein 
just a few of the recently erected modern buildings to MARBLE 
be built of Georgia Marble. 


When writing to advertisers please mention the American Bankers Association Journal 
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The Standard Is Gold 


By FRED I. KENT 


Foreign Trade Without Gold Is Barter. 
The United States Keeps to the Standard. 


DESIRE for gold undoubtedly 
exists in the minds of more 
individuals in the world, civil- 
ized and uncivilized, than for 

any other one thing. There is some- 
thing about gold, its color, sheen, feel, 
and physical properties that seem to 
make it attractive alike to the savage 
and the savant. On this account early 
in the history of mankind following 
the first discoveries of gold it was 
turned into ornaments and later into 
coins. 

When man found it necessary in 
carrying on trade to have a common 
measure for the purpose of determin- 
ing the relative values of commodities 
gold proved to be the most effective 
standard. Many things have been 
tried out for this purpose, including 
fiat, but all have had to be abandoned 
except gold. 


Silver Based on Gold 


O be sure silver also having a 

great attraction for men has been 
successfully utilized in certain coun- 
tries as a commodity measure and is so 
used today, but all of the international 
operations which are carried on by 
these silver countries represent con- 
versions of the commodity prices of 
such countries as expressed in silver 
into gold through the relative value of 
silver to gold. 

The intricacies involved in the ex- 
change of the tremendous varieties of 
commodities in their raw and pro- 
cessed states which arise from the 
differences in the cost of their pro- 
duction based upon the elements of 
scarcity, labor and time on one side, 
and demand on the other, are such 
that without a common measure of 
value it is not conceivable that trade 
could be carried on with the speed 
necessary to sustain life as it exists 
in our world of today with its ever 
growing density in population. 

The importance of having such a 
measure, the fact that it enters into 
our every day life, not once but many 
times, that it must be considered in 
determining where we shall live, how 
we shall live, and many important 


Apples in Seattle for the Orient 


activites that we might wish to carry 
out, is probably at the bottom of the 
over-emphasis which is being given to 
gold in connection with the present 
depression. 


Barter 


T is quite impossible to carry on 

international trade in this century 
on a basis of barter and if there were 
no common standard in which all 
commodities could be measured, star- 
vation would be rampant in the world. 
When Great Britain took action to 
preserve the gold in the Bank of Eng- 
land until the crisis had passed and 
as a result sterling exchange dropped 
there was an entire stoppage of in- 
ternational trade in every country 
where prices for export and import 
had been figured in pound sterling on 
a gold basis and this continued until 
a new method of arriving at gold 
values through the French franc, the 
American dollar, or otherwise, was 
found. 

If all the world went off the gold 
standard at one time foreign trade 
would be impossible except on the 
basis of barter which could not carry 
sufficient movement to make life liv- 
able in many parts of the world. 

The measure of the gold standard, 
therefore, is required for the protec- 
tion of our civilization and must be 
continued until something else as 
effective has not only been provided 
but can be put into force at the same 
time that gold might be abandoned 
as a common measure. At present 
gold is serving its purpose perfectly 


511 


as a commodity price measure for the 
exchange of goods between nations. 

Gold in trade in addition to serving 
as a common measure of commodity 
prices has also been utilized to make 
up balances between exports and im- 
ports that are now for and now against 
countries engaging in trade. If a 
country’s foreign trade properly bal- 
ances, together with the services which 
it extends and receives, including loan 
operations on a sound basis, a very 
small surplus gold supply not needed 
in its banking system should suffice 
to meet temporary trade balances as 
the gold should flow in and out as 
time went on without depletion of 
needed reserves. 

It is conceivable that a time may 
come when utilization of gold in this 
manner, even though it may continue 
to be the measure for commodity 
prices, will be eliminated in import- 
tant part and this will result in mak- 
ing the gold in the world reach much 
farther for reserves. 

At present, however, the fact that 
gold does act as reserve against credits 
and therefore that shipments of gold 
from one country to another change 
the credit base in both countries and 
has a curtailing influence on excessive 
imports as against exports, or vice 
versa, has important values. It is 
very likely that such values may con- 
tinue with such force that gold ship- 
ments to meet balances may prove to 
be as desirable in the future as they 
are today. 


Effect Not Cause 


E hear much talk about the lack 
of balance in the distribution of 
the world’s gold supply and are fre- 
quently told that it is because of this 
fact that the depression seems so 
difficult. Actually such distribution 
has absolutely nothing to do with the 
depression. It does, however, measure 
what has occurred in the past that has 
resulted in gold seeking its present 
resting place. 
One would think from what we often 
hear that every country should have 
such a supply of gold that it could go 
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on importing without exporting the 
equivalent and be able to pay balances 
in gold indefinitely. Such an idea is 
so absurd when so simply stated that 
it is hard to conceive of any one be- 
lieving such a situation as being either 
possible or desirable. 

In 1913 we never used to hear about 
the mal-distribution of gold and yet 
today because France and the United 
States have such large quantities of 
gold we jump at the conclusion that 
there is a tremendous mal-distribu- 
tion. Actually there has been an in- 
crease in gold held by central banks 
in 1913 from $4,900,000,000 to a total 
in 1931 of $11,000,000,000. It is true 
that during this period the United 
States and France have increased the 
supplies held by their national banks 
about three and one-half times, but 
during the same period the central 
banks in all other countries of im- 
portance, with the exception of Aus- 
tria, Brazil, and Russia and Canada 
where there was a slight reduction, 
increased their gold holdings very 
materially and in the case of many 
countries in far greater percentage 
than was true in the United States 
and France. 

The Swiss Bank, for instance, had 
ten times as much gold in 1931 as in 
1913. Countries where the increase 
was in greater percentage than in the 
United States and France are Great 
Britain, Holland, Norway, Spain, Bel- 
gium, Japan and Java, whereas the 
banks in Germany, Australia, India, 
Italy, Norway, Denmark, Sweden, 
Yugo-Slavia, Argentina, Uruguay and 
Chile show important increases. 

It goes without saying, however, 
that no country can borrow and im- 
port in excess of its exports constantly 
year in and year out without reaching 
the breaking point, and that if it 
undertakes such an economic progres- 
sion in trade that such gold as it has 
will naturally disappear and that it 
will ultimately find itself unable to 
continue its unbalanced trade. 


Human to Err 


FTER all is said and done we must 
come to the ultimate conclusion 

that it is the unwise acts of men, in 
governmental extravagence, in exces- 
sive taxation, in raising trade embar- 
goes, in over-borrowing, and in the 
exercise of bad and unfortunate poli- 
tics that has caused the great depth 
and length of the depression through 
which we are passing. Gold has no 
part in it, although it does measure 
with great vividness the results of the 
mistakes of mankind. If, however, 
men wish to see chaos in the world for 
an indefinite period during which life 
itself will be a veritable burden, all 


they need to do is to abandon the gold 
standard. It is not conceivable that 
this will be done in the United States 
of America nor throughout the world. 

Those who advocate it must do so 
without analysis or knowledge of 
what is involved for otherwise they 
could take no such stand. In time of 
stress the multitude listens favorably 
to all promises of relief that are sug- 
gested without regard to the harm 
that they might do. The result is that 
legislation undertaken during times of 
depression is apt to leave a serious 
scar that may be evident in the life of 
a nation for generations. 


If We Look Back 


NE great help toward the approach 

to better times would be the exer- 
cise of fairness; fairness to those in our 
own country engaged in other pursuits, 
and fairness to those in other coun- 
tries. We are not justified in criticiz- 
ing the acts of those in other countries 
or others outside of ourselves on the 
basis of hindsight. It is easy to look 
back to say 1928 and see how, if every 
one had acted intelligently at that time 
based upon what we know today, we 
need not have had the crash of 1929 
nor the trying year of 1931. We have 
no right, however, to apply this knowl- 
edge based on hindsight as a basis of 
criticism of every one but ourselves 
and of every country but our own. 
Even now looking back have we the in- 
telligence as individuals, and as a 
people, to do those things which are 
clearly and positively necessary based 
upon hindsight that will help to pre- 
vent the recurrence of a 1931? Even 
this seems doubtful. 

One of the great forces that has 
brought about unemployment has 
been over-taxation. Are we going to 
be able to correct this in our Federal 
Government, in our states, and in our 
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several localities? In individual in- 
stances possibly “yes,” for a time but 
after the pressure is withdrawn will 
not taxation again begin to pick up 
until once more we approach a condi- 
tion where unemployment must again 
go around the world? 

Looking back we can see that many 
men in foreign countries advanced 
funds to those in the United States to 
help in the upbuilding of this country. 
We know that losses occurred to some 
of those making such loans, but that 
in the main the percentage of safety 
was high. We know that in this coun- 
try we have been making loans to many 
other nations and to their nationals. 
Such funds in large part have been 
helpful in the upbuilding of those coun- 
tries. There has been much waste but 
there has been much waste in the 
United States. We know that when 
money is loaned to a foreign country 
that the debt charge must be collected 
in that country and then that it must 
be remitted to our nationals in dollars 
before they can be put in funds. 


Not Integrity Alone 


E know that even if such collec- 

tions can be made in a foreign 
country in the foreign money that its 
remittance constitutes a new problem 
that is often far removed from any 
question of integrity of the borrower. 
We know that when commodity prices 
are high theturnover of industry brings 
more units of the money of a country 
and that government receives more 
units of such money from taxation. 
We know that when commodity prices 
fall the units of money received by 
industry and government likewise fall. 
We know that it is easier for a coun- 
try or its nationals to find the foreign 
exchange necessary to meet a debt 
charge on a loan received from a for- 
eign country when commodity prices 
are high than when commodity prices 
are low because more units in the for- 
eign money are received for exports 
than when prices are low. We know 
that Argentina depends upon wheat 
and wool for its foreign exchange, 
and that wheat and wool are abnor- 
mally low in price. We know that 
Chile depends upon copper and ni- 
trates for its foreign exchange and 
that copper and nitrates are low in 
price. We know that Peru depends 
upon cotton, sugar, copper and oil for 
its foreign exchange and that such 
commodities are low in price. We 
know that Brazil depends upon coffee 
for its foreign exchange and that 
coffee is low in price. We know that 
Colombia depends upon coffee and oil 
for its foreign exchange and that 
those commodities are low in price, 

(Continued on page 536) 
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Fire... 
* Public Enemy No.1” 


has destroyed property to the 
extent of over 5 billions of dollars 
in the 10 years 1921 through 1930. 
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. . knows where to strike 


IRE seems to know. It seems to 
| peer the buildings that are not 
prepared. 

There are many ways to make any 
structure relatively safe from fire. 
These ways are suggested by mutual 
fire insurance companies to their 
policyholders. 

The individual property owner 
often benefits immediately by a re- 
duction in the premium, and all 
policyholders profit eventually from 
this fire prevention effort since re- 
duction of loss means savings, and 
in a mutual corporation savings are 
passed on to the policyholders. 

Millions of dollars are returned 
annually by mutual fire corporations 
to their policyholders in dividends. 
These savings effect a substantial 
reduction in the net cost of protec- 
tion to the insured, usually not less 
than 20%; often much higher. 

American property to the extent 
of over 40 billions of dollars is in- 
sured against fire under mutual 
policies. The total amount increases 
rapidly every year as additional 
owners come to know more of this 
oldest and soundest form of protec- 
tion. 

Property management today de- 
mands a thorough knowledge of 


insurance. If you do not thoroughly 
understand the mutual plan, write 
today for full information. Address 
the Federation of Mutual Fire Insur- 
ance Companies, Room 2100C; 230 
N. Michigan Ave., Chicago, Illinois. 


A Remarkable Record 
The oldest of the 75 Federation 


companies was founded in 1752. 
Five other companies in the group 
are more than 100 years old. 


Of the remaining 69 companies: 


9 are between 75 and 100 years old 

10 are between 50 and 75 years old 

30 are between 25 and _ 50 years old 

20 are between 10 and 25 years old 

These companies have over 6 

billion dollars of business in force 

—have returned to policyholders in 

dividends over one hundred and 
forty millions of dollars. 


What Mutual Means 


The principle underlying mutual 
insurance and differentiating it from 
other forms is that which works to 
reduce the insurance cost by reduc- 
ing the losses. Economy of admin- 
istration is one of its distinct marks; 
but prevention of loss through selec- 
tion, inspection, education and co- 
operation is the foundation on which 
the whole mutual structure is erected. 


Milling and Grain Industry Mutually Insured 


The Midland Flour Mills of Kansas City, Mo., Millers of Town Crier Flour, has been 
a mutual fire policyholder for 60 years. All through the milling and grain industry the 
mutual plan of insurance is the preferred form. Mutual inspection and education has 
reduced the fire hazard in this field and owners have benefited by reduced insurance costs. 


MUTUAL Fire INSURANCE 


FEDERATION OF MUTUAL FIRE INSURANCE COMPANIES 


Nation - wide Representation and Service 
An American oO Institution 


When writing to advertisers please mention the American Bankers Association Journal 
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Burroughs 


provides the right machine 
for any SAVINGS POSTING plan 


Burroughs Offers Savings 
‘Bookkeeping Machines 


eo Rae posting pass book, 


ledger and journal in 
operation. 


pass book balance is avail- a 


able on deposit or 
‘drawal slips. 


available on 


withdrawal slips. 


Rot banks that permit 


checking on savings. | 


@ For banks that ‘post 


interest Gaily. 


e For whose volume 


of work permits posting 
savings accounts and com- 


mercial accounts on the 


same machine. 


IFFERENT savings departments, oper- 
D ating under different conditions, employ 
different methods of handling savings book- 
keeping. To insure speed and economy in 
handling bookkeeping under any condition, 
Burroughs offers a variety of machines, each 
designed for the particular posting plan of 
the individual bank. 


Thus, regardless of how the savings book- 
keeping is done, there is a Burroughs that 
exactly fits the work. Every Burroughs ma- 
chine produces neat, accurate, complete 
records and has automatic features that 
greatly increase speed. 


Many of the extensive variations in book- 
keeping plans are listed opposite. Ask for 
detailed information about the Burroughs 
especially designed to handle the plan in 
which you are specifically interested. 


... All Burroughs 
Savings Machines post, 
prove and journalize 
in one operation... 


BURROUGHS ADDING MACHINE COMPANY, DETROIT, MICH. 


When writing to advertisers please mention the American Bankers Association Journal 
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What’s a New Trust Worth? 


BY W. HERRICK BROWN 


Study of Insurance Principles Reveals 
Basis For Appraising Uncertain Factors. 


ALUATION of trust appoint- 
ments expected to mature at 
\ some future time appears to 
involve so much uncertainty 
that it may seem futile to apply in a 
practical manner a method of valua- 
tion that might be accepted. Yet some 
measure of value is essential if we are 
to justify our trust development effort 
and determine what we can afford to 
pay to secure trust appointments, and 
I believe that we have now developed 
a method of valuation which is suffi- 
ciently sound to warrant confidence. 


A Specific Case 


O develop this theory, assume that 
the trust representative secures 
our appointment as executor and trus- 
tee under the will of John Doe. Doe’s 
estate now approximates $150,000 and 
he has set up a trust of $100,000 un- 
der his will. He is 50 years old. What 
is the value of this appointment to 
our bank? 
The uncertain and unknown factors 
are— 
t. | probable date of death of John 
oe. 
2. The size of his estate at death. 
3. The possibility of revocation of the 
appointment. 


In respect to the date of John Doe’s 
death—facts are available in many 
banks that will eventually give a fairly 
accurate figure. The mortality tables 
used by life insurance companies give 
the expectancy of life at each age, but 
this is the expectancy of a group of 
1000 men, not a figure upon which one 
may forecast the death of an indi- 
vidual. 

No single individual has an expec- 
tancy of life. At age 50, for example, 
the number of years Doe will live is 
entirely problematical. If we had 1000 
cases at age 50, we might use the in- 
surance table. However, an average 
expectation of maturity of wills may 
be assumed, and as the years go by 
checked by actual experience of banks 
that have acted in a trust capacity 
over a long period of years. We esti- 
mate from a not very thorough exam- 
ination, but from a consensus of 
opinion of trust officers that an estate 
will come to us in about 20 years, and 
that a trust under the will operates on 
the average for 15 years. 


A living trust if created at the 
time of drawing the will may very 
likely run for 20 years. It will prob- 
ably also run for the same period 
after death as a trust under the will. 
It is a question, however, if living 
trusts are not commonly created some 
years after the execution of the will, 
when the trustor desires relief from 
care and places the management of his 
property in the hands of an experi- 
enced trustee. It is more than fair to 
compute valuation on the basis that 
it will only run for a total period of 
20 years before and after death. 

The second factor—the size of the 
estate at death seems highly proble- 
matical, but in reality it is not so un- 
certain. When a man has been suc- 
cessful in accumulating property, and 
has reached the time of life when he 
seriously thinks through his affairs in 
an orderly and well considered plan 
for the future of his family—when he 
inventories his wealth and allocates it 
to his family as he desires it should be 
divided and sets up trusts for the con- 
servation of his property, he has, by 
these acts, demonstrated that he is 
fundamentally sound in the manage- 
ment of his private, personal affairs, 
and is not likely to lose his property 
in ill-considered speculation. It is true 
that unforeseen contingencies may di- 
minish his wealth—it is equally true 
that his wealth may increase. Accord- 
ing to our means, most persons auto- 
matically increase their life insurance 
to build an estate for the support of 
their families. This in many cases is 
the most important and definite part 
of estates. 


Selective Selling 


UR records of the next ten years 

will provide helpful figures. It 
is not unreasonable to expect that in 
respect to men under 45, who now 
have estates sufficiently large to in- 
terest active solicitation, that their 
property will be enhanced before 
death. Our efforts in trust development 
are selective. We try to secure ap- 
pointments that are likely to be per- 
manent and profitable. 

In respect to the third—uncertainty 
—revocation, we must generalize, rath- 
er than attempt to be specific. Good- 
will is an ever widening circle. In or- 
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der to obtain it, banks annually spend 
vast sums. The majority of those who 
appoint us as executor and trustee 
have reached the period of life when 
they are usually settled in their ideas, 
their friendships, their business, their 
banking connections and domicile. The 
good-will which now has influenced 
them to appoint us as executor and 
trustee, was created in earlier years, 
and fostered by friendly service. If 
we do anything during the remaining 
years of their life to destroy that 
good-will, it is most unfortunate; but 
their present decision to appoint us is 
made because they believe we can take 
their place as a desirable and efficient 
“incorporated father and friend of the 
family” as it were. They will be un- 
likely to change this appointment un- 
less they lose faith in us, and we 
cannot admit that contingency in any 
hypothesis. 


Not Always Total Loss 


HERE are cases where appoint- 
ments are revoked because the 
testator moves away. It is not neces- 
sarily a corollary that the revocation 
of this appointment is a total loss. Hu- 
man nature is so constituted that one 
enjoys recommending to others his par- 
ticular doctor, lawyer, dentist, bank or 
other connections. It is not only rea- 
sonable, but almost inevitable to as- 
surre that as long as our client is in 
daily contact with us, he is influencing 
friends and business acquaintances to 
make us their bank of deposit, to open 
a safe deposit box, or appoint us as ex- 
ecutor and trustee, as he has done. 
Competition of other corporate fidu- 
ciaries keeps us on our toes to insure 
that we retain those customers who 
have appointed us. It is an important 
duty of all trust representatives to 
maintain friendly contact with their 
customers. It is often possible to se- 
cure living trusts or agency accounts 
from those who now appoint us as ex- 
ecutor and trustee under a will. 
However, we concede that some 
allowance should be made for shrink- 
age in our estimate of: the volume 
of business that will come to us. 
Figures on revocation also will soon 
become available from the common ex- 
perience of banks assisting in the so- 
lution of this problem. A deduction 
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of 10 per cent from a conservative es- 
timate of the value of every estate has 
been set as fair by several banks that 
have investigated their experience, and 
on this figure we may predicate our 
theory of valuation. 

In the case cited for illustration, we 
assume that Mr. Doe’s estate will come 
to us for administration in 20 years. 
The value of this estate is now esti- 
mated at $150,000. The amount goes 
on our books at a reduction of 10 per 
cent or $135,000. What is a fair in- 
terest basis for computing the pres- 
ent worth of this business? It must 
be a rate of discount agreed upon as 
reasonable in the particular locality in 
which the bank operates. In some sec- 
tions 6 per cent is a fair basis. The 
state of Massachusetts says that a rate 
of 4 per cent is fair to determine the 
present value, for inheritance tax pur- 
poses, of estates to be distributed at a 
future date. We compromise with a 
rate of 5 per cent. Therefore our prob- 
lem is simple. Given the fee we shall 
receive for acting as executor, we 
compute the present worth of this fee 
21 years hence, discounted at 5 per 
cent. Tables are available giving us 
the present worth of $1 at all years— 
multiply this by the amount of the fee, 
and we have the present value in dol- 
lars of the executor’s gross fee. 


Present Gross Value 


N addition, this appointment pro- 

vides a trust under the will of 
$100,000. The trust runs for 15 years. 
The value of these fees received dur- 
ing the management of this trust will 
be the present worth of a 15-year an- 
nuity starting in 20 years, discounted 
at 5 per cent. This is a more compli- 
cated factor, but an actuary can read- 
ily supply it. ,Also, there is a distribu- 
tion fee on termination of the trust, 
and in some jurisdictions a divided 
fee on principal is taken, one-half at 
the beginning of the trust, and one- 
half at its termination. According to 
the schedule in practice here, we will 
receive a distribution fee of 1 per 
cent of principal 35 years hence. The 
present worth of the distribution fee 
will be figured in the same manner. 
The total of the present worth of these 
three fees gives us the present gross 
value of the specific piece of business 
of John Doe. 

Opinions differ as to whether pres- 
ent worth should be figured on the 
gross fee or the expected profit after 
expenses for administration are de- 
ducted. It is contended that we will 
save each year a larger percentage of 
gross fees, if we are steadily improv- 
ing the efficiency of our trust depart- 
ment. Some banks figure expense of 
management at 75 per cent, others.at 


50 per cent. There is a wide variation 
in overhead charges and organization 
of trust facilities among trust com- 
panies that would affect this percent- 
age. It would seem that competition 
is so keen we will be spending an in- 
creasing amount to perfect our trust 
service, and the ratio of our profits 
will not be likely to increase. 


Distinction Without Difference 


HE argument is also offered that 

in other lines of commercial ac- 
tivity, costs of securing business are 
properly a deduction from gross and 
should be figured on gross. In a sense 
this argument is academic. If we fig- 
ure our compensation on gross, our 
schedule of compensation will be a 
smaller per cent. If we figure com- 
pensation on the basis of expected net 
profits it will be a larger ratio. Be- 
cause of the wide variation as between 


banks in respect to administration ex- 
pense, it is expedient for the presen- 
tation of this theory to figure present 
value on the basis of gross fee. Nevy- 
ertheless, the real present value of fu- 
ture business is the value of the ex- 
pected net profits. 

Present worth of other types of 
trust business may be figured in the 
same manner. Living trusts and 
agency accounts are, of course, the 
most desirable types of business to 
secure, and the present worth of these 
appointments is the largest figure in 
our system of computation. We would 
like to have the present worth of the 
fees on living trusts and agencies 
equal the total annual expense of our 
Trust Development Department. It 
may require a long period to educate 
the public, but it will eventually be- 
come a reasonable possibility that our 
expense will be covered each year by 
living trusts and agencies. 


How Uncle Sam Pays the Piper 


(Continued from page 504) 


Department, and in his statement be- 
fore the House Ways and Means Com- 
mittee early in January, Secretary 
Mellon considered it at some length 
and opposed it. He rejected a general 
sales tax on the ground that it bore 
no relation to ability to pay, is re- 
gressive in its effect, and the pyra- 
miding effect of the tax on successive 
sales. He also opposed, but much less 
vehemently, the limited manufactur- 
er’s or producer’s sales tax as admin- 
istered with some success in Canada 
where a tax of 4 per cent is imposed 
upon the manufacturer’s sale price or 
the import value of all goods not ex- 
empt which are produced or manufac- 
tured in Canada. He thought that 
the success of the tax would depend 
upon wide administrative discretion 
which was impracticable in the United 
States with its 200,000 manufactur- 
ing establishments and the well 
known disposition of Congress to dot 
the i’s and cross the t’s of all tax 
legislation, though he referred to this 
as a national rather than a congres- 
sional tendency. 

In testimony before the House 
Ways and Means Committee two 
Treasury experts later gave the im- 
pression that such a tax was practic- 
able. The Treasury also opposed the 
general tendency in Congress. to 
“make the rich pay it” by increasing 
the tax unduly on the _ higher 
bracketed incomes on the _ simple 
ground that such taxes would not pro- 
duce the necessary income. Among 
other means of taxation considered 


was a Federal tax on the consumption 
of gasoline but this was rejected as 
an invasion of a field the several states 
have come to take as their own. A 
sort of luxury tax on furs, perfumes, 
cosmetics and the like was proposed 
but rejected because of the difficulty 
of collecting the impost. A tax of 25 
per cent on the gross sales of boot- 
leggers and speakeasies has been seri- 
ously suggested in the hearings be- 
fore the Ways and Means Committee. 
Any or all of these measures may yet 
form a part of the tax system. The 
policy of the Democratic majority in 
the House is yet to be formulated. 
In taxes, in this year of emergency, 
all things are possible. 


Tax Base Too Narrow 


N both houses of Congress there is 

considerable representation of that 
school of finance which proposes to 
pay everything by the issue of more 
bonds but it is a very noticeable fact 
that this school has rapidly dimin- 
ished in the past few weeks and now 
has little influence. The plain fact is 
that no more bonds are to be issued 
than absolute necessity requires. 

Several other principles may be laid 
down as now generally accepted. One 
is, as contended by Treasury officials, 
that the nation’s tax system rests 
upon too narrow a foundation and 
that its tax receipts are too much sub- 
ject to variations in business condi- 
tions. This is particularly true of 
income taxes and especially taxes on 
larger incomes. 
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You'll Get 
No Candy from us 


Your Advertising Department has just told us 
that the American Bankers Association will 
be 57 years old in 1932. Angling for a birth- 
day present, no doubt. But there won't be 
even a candy bar coming from this grocer— 
not after you forgot us, as you did last October 
when we were 72. 

However, there’s comfort and satisfaction 
in knowing that we're addressing an associ- 
ation near our own age. When grocers get to 
be as old as we are, they like to recall 
the past when judging the present. 

We're too old, for instance, to listen 
seriously to all the wild talk that accom- 
panies every depression. We know that 


in times like these, when people are worried, 
leather-lunged individuals thrive and grow 
rich by blaming these worries on the nearest 
thing handy. It becomes faintly amusing after 
72 years. 

We know that business and political institu- 
tions are born to serve the needs of their day, 
and that all the wild talk in the world won't 
alter them, so long as the need exists. 

But we also realize that business methods 
change with the demands of the public. 
There'll probably be a dozen better 
methods than ours for distributing food 
before we are 72 years older. We only 
hope that we originate all twelve of them. 


The Great ATLANTIC & PACIFIC Tea Co. 
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These New York State Cities 


are served by 
Marine Midland Banks 


NEW YORK CITY EAST AURORA 
BUFFALO SNYDER 

ROCHESTER LACKAW ANNA 
BINGHAMTON TONAWANDA 
JOHNSON CITY NORTH TONAWANDA 
JAMESTOWN LOCKPORT 
CORTLAND TROY 

ALBION OSWEGO 

BATAVIA NIAGARA FALLS 


If close contact with business throughout New York 
State is important to you, an account at a Marine Mid- 
land Bank* is well worth while. 


Banks of the 
Marine MIDLAND GRoUP 
COMBINED RESOURCES OVER $600,000,000 


*Each Marine Midland Bank is managed by local officers and local directors. 
Yet, through the parent company, the Marine Midland Corporation, each is 
closely associated with every other bank in the Group. 


When writing to advertisers please mention the American Bankers Association Journal 
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What Your Association Is Doing 


the interim committee of the 

American Bankers Associa- 
tion took action with reference to the 
Glass Bill (S. 3215) and several other 
matters of importance to banking and 
the country’s economic welfare. 

It was decided to oppose hasty and 
precipitate action on the Glass Bill 
and to insist that a measure of such 
vital concern to the industrial and fi- 
nancial health of the nation should be 
discussed openly and fully before any 
attempt was made to speed action by 
Congress. With this purpose in view, 
the committee took steps to apprise 
members of the Association concern- 
ing the radical nature of the bill as it 
was introduced on Jan. 21, emphasiz- 
ing particularly the fact that it at- 
tempted to combine in one measure 
certain emergency legislation with 
proposals for fundamental changes in 
banking practice. The committee felt 
that bankers throughout the country 
should be given an opportunity to 
study the bill and to express them- 
selves as to just what effect its pro- 
visions would have upon present bank- 
ing problems. 


T a meeting held in Washington 
A toward the end of January, 


PRELIMINARY examination of 

the bill led the committee to 
these conclusions: that the measure 
would enforce a drastic contraction of 
credit, by com- 
pelling |©member 
banks to liquidate 
their loans on 
stocks and bonds; 
by obliging the 
Government of 
the United States 
to borrow money 
in the open mar- 
ket instead of thru 
member _ banks; 
by making neces- 
sary a contraction 
in the issue of 
Federal Reserve 
notes; by requir- 
ing increases in 
reserves against 
time and thrift 
deposits; and by 
prohibiting mem- 
ber banks and 
corporations en- 
gaged inter- 
state commerce 
from associating 
with, or clearing 
for, or depositing 


The Glass Bill 


Home Loan Bank 


Postal Savings 


James E. Clark 
Eastern Savings 
Mid-Winter Trust 


Directors 


George Washington 


with bankers, brokers and others en- 
gaged primarily in the business of 
buying or selling securities. 

The committee has reason to feel 
that there is no possibility of the 
Glass Bill being approved in its orig- 
inal form by Congress. 


Home Loan Bank 


HE committee further decided to 

take the position that action on 
the proposed Federal Home Loan Bank 
Bill (S. 2959; H.R. 7620) be deferred 
until it should be ascertained how suc- 
cessful the Reconstruction Finance 
Corporation would be in dealing with 
the problems involving accumulated 
mortgages. The reason for this ac- 


The Greenbrier Hotel, White Sulphur Springs, West Virginia, where the Spring 
Meeting will be held April 25, 26 and 27. View of the hotel and golf course 
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tion was that the Reconstruction Fi- 
nance Corporation is in a position to 
give the needed relief; with the ex- 
ception, of course, of aid in stimulat- 
ing the building of new homes which 
it would not seem advisable to en- 
courage at this time. Members of the 
committee felt that the chief need of 
the moment was to render assistance 
to existing home ownership. More- 
over, it was held to be unwise public 
policy for the Federal Government to 
create additional banking corporations 
of a permanent character. 


Postal Savings 


T a meeting earlier in the month 
the committee, on behalf of the 
Association, took a positive stand in 
opposition to the bill providing for an 
increase in the postal savings deposit 
limit from $2,500 to $5,000. It was 
maintained that the proposed increase 
would be a violation of the principle 
on which the Postal Savings System 
was originally established, namely, to 
provide savings facilities for persons 
of small means, chiefly immigrants. 
Members of the committee believed 
that the bill would put post offices in 
direct competition with banks to the 
detriment of the latter, and without 
benefiting in any way the credit situ- 
ation in the United States. Repre- 
sentatives of our 
Association were 
heard in opposi- 
tion to this bill on 
Jan. 25 and 26 be- 
fore a_ sub-com- 
mittee of the 
House Committee 
on post offices and 
post roads, which 
committee, it is 
understood, has 
since disapproved 

of the bill. 


James E. Clark 


AMES E. 

CLARK. who 
has been Editor 
of the AMERICAN 
BANKERS  ASSO- 
CIATION JOURNAL 
for the past ten 
years, resigned 
Jan. 15, to enter 
other fields. 


(Cont’d on p. 542) 
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Recently 
(Continued from page IX) 
life of short term credits to Germany 
for a year, is signed at Reichsbank; 
old agreement expires February 29. 
Governor Roosevelt, in letter to Demo- 
cratic Committee of North Dakota, 
permits use of name in primaries of 
that state, thus officially announcing 
his candidacy for the Presidential 
nomination. House votes $500,000,000 
appropriation for new credit corpora- 
tion. Bureau of Labor Statistics re- 
ports decline in living costs in 1931 


was 10 per cent. 
24 Paul Warburg, internationally 
known banker and one of 
founders of Reserve System, dies at 
63. First step to provide Finance Cor- 
poration with funds is taken by Sec- 
retary of Treasury with announcement 
of plans to sell $350,000,000 Treasury 
six-month and one-year certificates. 
Business slump reduced income and 
miscellaneous taxes by $1,018,911,438 
in 1931, Treasury Department reveals ; 
95 per cent of decline in income taxes. 
25 Premier Laval reported to fa- 
vor “temporary plan for mora- 
torium” on German debts, to be fol- 
lowed by “effort to solve problem with- 
out American aid.” “Soviet Republic” 
fails in Spain as revolt is crushed. 
(Shanghai) Cantonese Central Chi- 
nese Government crumbles with res- 
ignations of Sun Fo, president, and 
Eugene Chen, Foreign Minister; re- 
turn to power of General Chiang ‘Kai- 
shek probable. Bank of England an- 
nounces it will repay on maturity, 
February 1, £30,000,000 joint credit 
advanced it by Federal Reserve Bank 
and Bank of France; completes liqui- 
dation of £50,000,000 credit originally 
maturing October 31, 1931. Total mu- 
tual savings deposits of country stood 
at $10,030,014,385 at end of 1931, a 
record high, according to National As- 
sociation of Mutual Savings Banks. 
26 (New York) Newton D. Baker 
disavows League of Nations 
as 1932 campaign issue; action re- 
garded as tantamount to announce- 
ment of his candidacy for Presidency. 
New York State arranges loan of $25,- 
000,000 with local bankers; first short 
term borrowing by State since 1915. 
United States Steel Corporation cuts 
quarterly dividend on common stock 
to 50 cents after heaviest deficit in its 


history. 

27 (Washington) Glass Banking 
measure sent back to sub- 

committee for revision. Building 

Trades Employers’ Association of 


New York City announces plans for 
25 per cent wage reduction at expiry 
of present agreement, May 1. Shang- 
hai awaits Japanese attack; foreign 
area barricaded. About $150,000,000 
has been lent to date by National 
Credit Corporation, according to 
George M. Reynolds, chairman. Penn- 
sylvania Railroad adheres to $2 an- 
nual dividend rate, but officials point 
out continuance must depend on busi- 
ness improvement. 


28 Japanese invade Shanghai; 
many slain in bombing, ma- 
chine gun attack; United States warns 
Tokio to respect its rights. Demo- 
crats and Republicans agree not to 
make new taxation retroactive, i.e., 
affecting 1931 incomes. Senator Hi- 
ram Johnson introduces bill to have 
Government supervise foreign loans. 
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2 Chinese in Shanghai repulse 

Japanese in Chapei district of 
native city; foreign colony under fire; 
Britain joins United States in press- 


ing neutrality. 

30 Japanese invade Shanghai for- 
eign area; United States and 

Britain protest violation of neutrality ; 

Asiatic fleet of United States prepares 

to act to protect American lives. 


31 United States rushes 1,560 

troops, 9 more ships, to Shang- 
hai; foreign settlement there on war 
basis. (Chicago) Railroad wage dis- 
pute ends; workers accept 10 per cent 
cut; estimated saving to carriers 
$210,000,000 on present employment 
basis. (Geneva) Delegates from 64 
countries are gathered here for open- 
ing of Arms Conference. 


This Month’s 
ALEXANDER DANA NOYES has been 
Financial Editor of the New York 
Times since 1920. His “Evening 
Post’s Free Coinage Catechism” at- 
tained a circulation of 2,000,000. 
MorRIS EDWARDS is associated with 
the Chamber of Commerce of the 
United States in their finance depart- 
ment, and comes from Indiana. 


HENRY HART is executive  vice- 
president of the First Detroit Com- 
pany of Detroit. His work as chair- 
man of the Municipal Securities Com- 
mittee of the Investment Bankers As- 
sociation has given him a broad grasp 
of the financial problems confronting 
our larger cities. 

W. A. MCDONNELL is active vice- 
president of the Bankers Trust Com- 
pany of Little Rock and has a legal 
training. He is also Chairman of the 
Arkansas Bankers Association impor- 
tant committee on Legislation and 
Taxation. 

Frep I. KENT is director of the 
Bankers Trust Company, New York, 
and Chairman of the American 
Bankers Association’s Commerce and 
Marine Commission. Mr. Kent is a 
national authority on foreign trade 
and exchange problems. 

J. STEWART BAKER is chairman of 
the board of directors of the Bank 
of Manhattan Trust Company and is 
also president of the New York State 
Bankers Association. 

GEORGE E. ANDERSON is well known 
to Journal readers as a contributor on 
financial and economic subjects. Mr. 
Anderson, after spending twenty years 
in the American Consular Service, is 


Contributors 


now a consultant upon foreign trade 
problems. 


J. HARVIE WILKINSON is manager of 
the Investment Department of the 
State Planters Bank and Trust Com- 
pany of Richmond. His reputation as 
a writer and speaker, together with 
his able grasp of bond problems, is 
widespread throughout the South. 


WILLIAM WALLACE ATTERBURY is 
president of the Pennsylvania System. 
The securities of his railroad are more 
widely held than are those of any 
other transportation system and it 
has recently been estimated that the 
wage adjustment just affected means 
$1.50 per annum on each of its out- 
standing shares. 


EDWIN BIRD WILSON is president 
of the advertising agency which bears 
his name. Mr. Wilson has long special- 
ized in financial advertising and acts 
as counsel to several important bank- 
ing institutions. 


THOMAS B. PATON needs no intro- 
duction to the readers of the Journal. 
As General Counsel of the American 
Bankers Association, he has_ been 
efficiently serving the banks of the 
country for many years. 


LEONARD’ P. AYRES is vice-president 
of the Cleveland Trust Company. His 
searching analyses of the causes, com- 
plications and probable duration of 
the present depression have added 
materially to his previous worldwide 
standing as an economist. 


W. HERRICK BROWN is assistant 
vice-president of the Old Colony Trust 
Company of Boston. 
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POLICY of strict adherence to 
sound banking principles has 
brought to this bank correspondents 
from every part of the country. They 
find here adequate facilities and 
competent counsel. 


The bank needing a Chicago corre- 
spondent will find an association that 
should prove pleasant and profitable. 


The First National 
Bank of Chicago 


Affiliated 
First Union Trust 
and Savings Bank 


ESTABLISHED 1863 — CHARTER NUMBER EIGHT 
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“ON IMPROVED SERVICE ALONE THIS 
SYSTEM WAS MORE THAN JUSTIFIED” 


. . - Farmers and Mechanics Savings Bank, Minneapolis, Minn. 


The Farmers and Mechanics 
Savings Bank of Minneapolis 
handles 101,000 accounts 
through nine units of sav- 
ings windows. It is com- 
pletely equipped with 
National Posting Machines 
at the savings window. Two 
years’ experience with these 
machines lead to this com- 
ment by bank officers: 


*—In two years we have had 
ample opportunity to judge 
the statements relative to 
these machines and can 
truthfully say that without 
exception all claims made 
were correct. 


**Not only have the machines 
answered our purpose 
mechanically, but they have 
given us an opportunity to 
increase our service to 
depositors. We have bet- 
tered service by almost two 
minutes per transaction.” 


Together with improved 
service to customers this 
bank has gained a protec- 
tion and accuracy possible 
with no other method. A 
deposit or withdrawal entry 
is printed on passbook, led- 
ger and journal at one oper- 
ation and all must be exactly 
the same. 


National 


POSTING AND ACCOUNTING MACHINES 


When writing to advertisers please mention the American Bankers Association Journal 


Two tellers can use one 
machine and each has his 
own set of totals. Auditor 
controlled lock gives addi- 
tional protection. These and 
other advantages have made 
this equipment the standard 
of the mutual savings bank. 


The National Posting Machine prints 
three original records at one opera- 
tion ... ledger card, passbook and 
journal sheet .. . all identical. 
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The Condition of Business 


Decrease in Cost of Living Increases Purchas- 
ing Power of the Farmer and Wage Earner. 


INCE the first of the year a 
moderate quickening of activity 
is noted in the reports on retail 
trade and by the sensitive weekly 

indexes of industrial production that 
are corrected for the seasonal trend. 
Although the improvement is not im- 
pressive in size, there is reason for 
confidence in the fact that the busi- 
ness world is now taking a clearer 
and more realistic view of its prob- 
lems than for years back. Clearing 
away the debris of the year 1931, in 


The U. S. Bureau of Labor Index 


of Wholesale Commodity Prices 

(19183=100) and National Indus- 

trial Conference Board Index of 
Cost of Living (1914=100) 


the form of operating losses, inven- 
tory losses, commercial failures, bank 
closings, bond and stock depreciation, 
unemployment, etc., has brought busi- 
ness face to face with actual condi- 
tions. 


Numerous Remedial Measures 


AVING at last discovered what 

is wrong, the country is now 
performing an operation upon itself. 
Numerous steps to remedy the trouble 
and to restore an equilibrium on the 
lower level of prices now prevailing 
include, first, the efforts of the Govern- 
ment to free frozen credits and to care 
for the maturing obligations of the 
railroads, also to economize in expen- 
ditures and to balance budgets; 
secondly, the recognition on the part 
of manufacturers and merchants that 
production must be balanced with cur- 
rent demand, that operating costs 
must be cut and purchasers must be 
attracted by the appeal of exceptional 
values; and thirdly, the cooperative 
attitude of labor as expressed in its 


willingness to accept reductions in 
wage scales in the interest of wider 
and more steady employment. 

With the strengthening of the 
traditional American confidence that 
eventual recovery from the depression 
is only a matter of time has come 
the belief, rather widely held, that 
the United States, because of its busi- 
ness organization, financial strength 
and natural resources may be expected 
to take the lead in the restoration of 
better conditions throughout the 
world. Even though such an assump- 
tion is founded on substantial grounds, 
it is by no means a certainty, for the 
reason that in some of the other coun- 
tries where the economic life is more 
simple, notably the South American 
countries and Australia, the economic 
readjustments can be completed with 
relatively less delay. Considering the 
marked progress that these countries 
have already made toward balancing 
their international payments, there is 
a probability that some of the group 
that have been forced to suspend ser- 
vice on their foreign loans might be 
able to resume in 1933 or 1934. 

The depression has reached a stage 
where conditions are so bad it is hard 
to conceive of their getting much 
worse, and when it is realized that all 
economic troubles can be cured or will 
spend themselves in the course of 
time. In a considerable number of 
home industries, the long downward 
trend in business activity has carried 
the rate of production so low that 
some expansion is being found neces- 
sary to meet sheer replacement de- 
mand. There has been a moderate 
pickup in steel, an expansion in auto- 
mobile schedules following the favor- 
able response to the January exhibi- 
tions and tire sales continue active. 
Shoes are reported in good demand 
and improved buying is noted in silk 
and wool, also furniture, while a re- 
markable gain in sales of mechanical 
refrigerators has been achieved. 


Price Decline Is Checked 


ECLINING prices have been an 

influence retarding the making 
of contracts in commodities for more 
than two years, but an analysis of 
the price movement by individual 
items will show that the decline in 
raw materials has practically ceased. 
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Of course this will not be apparent 
from a general table of wholesale 
prices, since there is an appreciable 
lag between prices of basic materials 
and prices of the great variety of 
semi-finished and finished articles. 
Cost of manufacture has been cut to 
a degree not believed possible in 1929. 
Lower material costs, reduced wages 
and operating economies have com- 
bined to enable goods to be offered 
much cheaper to the trade and eventu- 
ally to the consumers. 


The Annalist Index of General 
Business Activity, 1929-1932. (In 
percentage of calculated normal) 


A table of raw material prices to- 
day gives an interesting mixture of 
changes. The plus signs slightly out- 
number the minus signs if compared 
with a month previous, and numerous 
items show no change _ whatever. 
Following is a representative list of 
important commodities that are ac- 
tively traded in, the quotations being 
New York spot prices in most cases: 


Increases 


Present 
Price 

Oats, No. 2 white, bu. $0.37% 
Rye, No. 2, per bu. .60% 
Flour, Minneapolis, bbl. 4.40 
Coffee, Rio, per lb. : 
Beef, per 200-lb. bbl. 
Cotton, middling, lb. 
Silk, crack, per lb. 
Print cloth, per yard 
Iron, per ton 
Tin, Straits, per lb. 


Month 
Previous 


Decreases 


Wheat, No. 2 red, bu. 

Corn, No. 2 yellow, bu. 

Sugar, raw, per lb. .0308 
Pork, per 200-lb. bbl. 17.50 
Steel billets, Pitts., ton 28.00 
Silver, per ounce .29% 
Rubber, per lb. .04%4 
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100 
140 = \ 8 
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$0.37% 
.59 % 
4.45 
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15.00 
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1.80 
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52% 
.0315 
17.75 
29.00 
30% 
.0482 
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Unchanged 
Present Month 
Price Previous 

Wool tops, Boston, lb.  .7350 -7350 
Lead, per pound .0375 .0375 
Hides, native steers, lb. .07% 07% 
Gasoline, per gallon .103 
Crude oil, per bbl. 71 


In the equation of business profits, 
the two principal factors are volume 
and prices. There is always a close 
relation between the two and their 
respective movements as indicated on 
the two accompanying charts are 
worthy of note. 


Firmer Commodities 
Encouraging 


O long as prices were declining, 

due to the overproduction of a 
considerable number of basic raw 
materials, (relative to other kinds of 
goods), there was a tendency to hold 
off making commitments. Producers 
found that the market for their prod- 
ucts had been curtailed by the lower 
prices being realized by producers of 
raw materials, viz., farmers, cotton 
planters, miners of the non-ferrous 
metals, growers of rubber, etc. Low 
prices to them meant less purchasing 
power. Some of the industries recog- 
nized the necessity for decreasing 
output and promptly took steps to 
adjust their operations, while other 
industries which were slow to become 
aware of their danger continued to 
produce stocks that in the course of 
time became burdensome. 

Moreover, manufacturers who found 
the prices of their raw materials 
steadily declining were faced with in- 
ventory losses, and there is no doubt 
that a large portion of the decrease 
in earnings in 1930 and 1931 was 
caused by having to write down in- 
ventories at the end of the year against 
the profits realized from operations. 
On a declining market, therefore, the 
manufacturers as a class try to buy 
only their immediate requirements, 
and the same applies to the independ- 
ent retailers and to the large chain 
store, department store and mail order 
organizations. 

There is of course no assurance 
that the backing and filling of raw 
material prices during the past month 
or more indicates that a stability is be- 
ing established around present levels, 
but a market such as has developed 
should be a powerful influence toward 
encouraging large consumers to con- 
tract for their reasonable require- 
ments for some time ahead. That 
many concerns are doing just this is 
evident from the size of the item 
“Contingent liability for goods not 
yet delivered” appearing on their 


year-end statements. 


At the end of 1931, the Bureau 
of Labor Index of wholesale com- 
modity prices had declined to approxi- 
mately 95 per cent of the pre-war 
level. This index was formerly ex- 
pressed on the basis of the 1913 
average taken as 100, but a few years 
ago was revised on a 1926 base as 
100, so it is necessary to convert the 
latest figure (66.3) to get back to the 
period before the World War caused 
prices to more than double. 

A widely accepted index to the cost 
of living is that prepared by the Na- 
tional Industrial Conference Board, 
made up of a selected but extensive 
list of items comprising food, cloth- 
ing, shelter, fuels and lighting and 
sundries. 

It is sometimes assumed incorrectly 
that the “purchasing power of a 
dollar” is the same as cost of living, 
but the former is simply the reciprocal 
of the price index. That is to say, 
if the price index rises from 100 to 
150, the purchasing power of the 
dollar declines to 6624 cents, and the 
dollar can buy only two-thirds as much 
in commodities as before prices went 
up. 

The income of individuals, however, 
is not spent in purchasing commodities 
at wholesale, but at retail, and a sub- 
stantial portion of it goes for rents 
(which fluctuate only slowly), for gas 
and electricity, carfare, insurance, 
education and amusement, doctors’ and 
dentists’ bills, etc., all of which are 
more or less fixed but have been taken 
into account in the compilation of the 
index mentioned. This index, which 
was formerly on the basis of the 1914 
average as 100, has also been revised 
to a 1923 base, but if the latest avail- 
able figure (November) be converted 
it represents about 135 per cent of 
the 1914 level. 

In other words, commodity prices 
at wholesale have fallen to 5 per cent 
of pre-war, but the cost of living is 
still about 35 per cent higher than 
pre-war. Regardless of the trend in 
wholesale prices, it is likely that the 
cost of living will have some further 
decline as the benefit of cheaper manu- 
factured goods is passed along to con- 
sumers and as leases expire and are 
renewed on the basis of lower rents. 

Every month that passes makes it 
possible for the person whose income 
has not been reduced during the de- 
pression to purchase an increasing 

physical quantity of goods, which of 
course means that greater production 
and greater employment will be neces- 
sary. For the large body of people 
whose income either from wages or 
salaries, or from investments, has 
suffered some reduction, the lower 
cost of living will aid them in being 
able to restore their consumption to, 


or at least in the direction of, its 
former volume. Cost of living, like 
other fundamental economic influ- 
ences, changes slowly but none the 
less surely. 


Some Gains in 1931 


T is encouraging and possibly sur- 

prising to find among the scores 
of annual reports that are being issued 
covering the 1931 business of repre- 
sentative corporations that a few were 
able to make a better showing than 
in the previous year. By far the 
greater majority had a decline in 
profits, the aggregate of which (after 
deducting the deficits reported by more 
than one-third of the industrial re- 
ports published to date) was approxi- 
mately 55 per cent below those of 1930 
and 75 per cent below the peak year 
1929, 


None of the basic industries as a 
whole showed a gain, but there were 
a number of individual companies 
scattered through a variety of differ- 
ent lines that were able to progress 
despite the adverse tide. A partial 
list of these companies is given below, 
together with their net profits in 
thousands of dollars for the 1930 and 
1931 fiscal years, which in some cases 
closed in the latter half of the calendar 
year. Seven out of the group turned 
a deficit for 1930 into a profit last 
year. 


Corporation Net Profits 1930-1931 


(In thousands of dollars) 


Corporation 1930 1931 
Alabama Dry Dock & Ship. $1,462 $1,509 
Brillo Mfg. Co. 183 279 
Brown Shoe Co. 1,334 1,356 
Copeland Products, Inc. 107 314 
Devoe & Raynolds Co. 132 335 
Fajardo Sugar Co.of P.R. *223 *226 
Firestone Tire & Rubber 1,541 6,029 
Fitz Simons & Cornell 139 170 
Glidden Co. 11 201 
Hamilton Woolen Co. 200 341 
Hollander (A), Son 309 569 
Horn & Hardart Baking 1,462 1,509 
Kelvinator Corp. 1,601 1,762 
Manhattan Shirt Co. D-297 102 
Masonite Corp. 176 217 
Mullins Mfg. Co. D-332 100 
National Battery Co. 481 489 
National Standard Co. 587 622 
Norwalk Tire & Rubber Co. D-194 99 
Noxzema Chemical Co. 84 165 
Paramount Motors Corp. D-281 29 
Procter & Gamble Co. 22,451 22,651 
Reynolds, R. J., Tobacco 34,257 36,397 
Seiberling Rubber Co. D-1,282 500 
Servel, Inc. (a) 560 =1,067 
U. S. Radio & Television 6 365 
Universal Cooler Corp. 47 103 
Universal Leaf Tobacco Co. 964 1,228 
Walker Mfg. Co. 17 130 
Williams Oil-O-Matic Co. D-321 16 

D—Deficit. certain charges. 


*Before 
(a) 10 months in 1930. 


While it is the rare exception among 
(Continued on page 547) 
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BANK 
CONDENSED STATEMENT 


FIRST NATIONAL BANK 


IN ST. LOUIS 
at Close of Business, December 31, 1931 


RESOURCES 


Loans and Discounts $ 84,236,460.91 
Advances against assets Franklin-American Trust Co 22,634,428.30 
Overdrafts 78,400.71 
1,000,000.00 

22,529,499.97 

22,938,480.66 

513,000.00 

Banking House, Improvements, Furniture and Fixtures 848,438.13 
Safe Deposit Vaults 392,202.10 
Other Real Estate Owned 653,555.47 
Customers’ Liability a/c Letters of Credit, Accept. etc. ......... 4,808,764.80 
Interest Earned, Uncollected 715,471.63 
Cash and Sight Exchange 32,778, 146.57 


$194, 126,849.25 


Capital $ 12,100,000.00 
Surplus and Profits 7,931,436.07 
Special Reserve Fund 500,000.00 
Unearned Discount 308,427.57 
Circulation 1,000,000.00 
Liability, a/c Letters of Credit, Accept., etc..................  4,824,097.70 
Taxes, Interest, etc 177,523.25 
Individual Deposits $ 94,719,274.43 
Savings Deposits 31,008,805.09 
Bank Deposits 29,283,147.98 
Government Deposits 3,126,294.29 
City of St. Louis and other Public Funds 9,147,842.87 


Total Deposits 167,285, 364.66 
$194,126,849.25 


St. Louis’ Largest Bank 


BROADWAY—LOCUST— OLIVE 


One of the Largest and Strongest Bank Directorates in the Country 


When writing to advertisers please mention the American Bankers Association Journal 


NATIONAL 

LIABILITIES 
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A direct correspondent 
relationship with any 


one or all of this Bank’s 


offices throughout Cali- 
fornia assures you inti- 
mate, prompt, complete 
credit checkings. + + 410 
banking offices in 243 
California communities. 
_¢ Main offices in the two 


Federal Reserve cities in 


California: Los Angeles 


and San Francisco « « 


Bank of America 


National Trust & Savings Association 
CALIFORNIA 


Bank of America National Trust and Savings Association, 4 National Bank, 
and Bank of America, a California State Bank, are identical 
in ownership and management 


Not One Depression, 


But Two 
(Continued from page 499) 


prices, but it practically stopped lend- 
ing to Europe long before the craze of 
Wall Street speculation ended. During 
most of 1929, we dragged away, by our 
own fantastic bids for money, a good 
part even of Europe’s own working 
capital. 


Sequence of Cause and Result 


E did this, not at all because of 
doubt over the safety of our 
European investments—that doubt did 
not arise until we ourselves had pulled 
down the European economic struc- 
ture. But these excessive drains on 
Europe’s capital occurred at a time 
when it was perfectly well known that. 
in view of the abnormally distributed 
international indebtedness after the 
war, the only means of preserving the 
world’s economic equilibrium was 
through export of American capital, 
large enough to balance the interna- 
tional account. They occurred also at 
the moment when the breakdown here 
was about to aggravate immensely all 
such withdrawals by America from 
Europe, through our own necessities. 
This was the perfectly plain se- 
quence of causes and results. It is 
something like the irony of economic 
history that when Europe, with the 
props pulled out in this reckless way 
from under its financial edifice, fell 
into panic of its own at the news of 
the Kreditanstalt failure, the reper- 
cussion on market prices and financial 
sentiment should have been more vio- 
lent in America than in Europe. The 
world’s creditor nation of today did 
not, like England of pre-war days, 
stand up as the pillar of economic 
strength and confidence when foreign 
markets were prostrated by panic. On 
the contrary (and it is not an entirely 
pleasant recollection) our markets pro- 
ceeded to outdistance Europe’s in the 
extravagance of fright, and our people 
began to talk of voluntarily surrender- 
ing our public credit and our standard 
of value merely because England had 
been forced by exceptional circum- 
stances to do it. 

Fortunately, there is reason to be- 
lieve that the time is coming when the 
United States will resume its proper 
place. Our Federal Reserve set the ex- 
ample when it met with serene confi- 
dence the panicky rush to Europe, last 
October, to draw out gold from Amer- 
ica. Our Government has set the ex- 
ample in the courageous pledging of 
the public resources to meet the real 
needs of the situation and stop the 
ravages of panic. 
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Looking through our 


nts’ file for 1931... 


I thank you 
very kindl 
Sist : 
Ome just at this tine ee, 


We appreciate your consideratic 


thus far, and perhep 
reciprocate, with largs 


o*\4° we find a goodly sprinkling of “thank- 

7ou”’ paragraphs like those you see here. 

I y 
Their very casualness bespeaks the type 
of service our Wisconsin correspondents* 
have come to expect as a matter of course. 
*703 of the 909 banks in Wisconsin are First 


Wisconsin customers. 
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chise, capital, reserves, surplus and in- 
come, is exempt from all taxation, 
Federal, state or local, except that any 
real estate shall be subject to state, 
county and local ad valorem taxes. 
The corporation is required to file 
quarterly reports to Congress, indi- 
cating the aggregate of loans out- 
standing to each class of borrowers. 

In his testimony, Governor Meyer 
emphasized the similarity between the 
new institution and the War Finance 
Corporation. 

“We had in the War Finance Cor- 
poration in 1921 an emergency finance 
corporation with a somewhat nar- 
rower field of operation,” he said. 

' “From August, 1921, to Dec. 31, 1924, 
the work involved the making of loans 
for agricultural purposes to some 
4,317 banking institutions, mostly 
country banks; the making of live- 
stock loans, principally on cattle and 
sheep, to some 114 livestock loan com- 
panies. ... 

“The principal effect of its work is 
not to be measured by the amount of 
money loaned. An important element 
in the situation was the restoration of 
confidence. An important element in 
the restoration of confidence was the 
very large amount of resources avail- 
able to the institution. 


The Result 


«é~T had available $500,000,000 of 

capital and was authorized to 
borrow, by issuing bonds, up to $1,- 
500,000,000, none of which, however, 
were issued because the capital paid 
in was adequate. 

“The total amount of loans to banks 
was $172,000,000. The highest 
amount of such loans outstanding at 
one time was about $134,000,000. In 
May, 1923, a year after the peak had 
been reached, the amount outstanding 
had been reduced to $60,000,000; a 
year later to $37,000,000. 

“Loans to livestock loan companies 
aggregated $88,000,000. The peak 
was approximately $60,000,000. About 
a year later it was $40,000,000, and 
two years later it was $26,000,000. 

“The main effect was, I think, in- 
direct. For example, a country’ bank 
in a western town with small re- 
sources was weak and in danger. The 
other three larger and stronger banks 
were calling in their loans and refus- 
ing to put out new money because 
they feared what might happen to 
them in case the weaker bank failed. 
The War Finance Corporation, by 


making a moderate-sized loan to the 
smaller bank, helped that institution, 
of course, but it did much more by 
freeing from fear the management of 
the three stronger and larger banks money to the Treasury.” 
so that they could go ahead and use 
their resources. 

“TI think the same consideration is a 
key factor in the present situation. 

“We did not have losses of any 
magnitude, and we returned to the 
Treasury much more than many people 
expected.” 
Under questioning, it was brought 


(Continued from page 490) 


Six Directors of the Reconstruction Board 


PauL BestTor, formerly president of the Federal Land Bank of St. 
Louis and member of the Federal Farm Board. 


OcpeN L. Mutus, who has just been appointed Secretary of the 
Treasury, succeeding Mr. Mellon, who resigned to become Ambassador 
to England. Mr. Mills has had an extremely active career in business 
and public life, and served during the World War as an army captain. 
He has acted as counsel to many large corporations and holds a num- 
ber of important directorships. 


Harvey C. Coucu has been active in the organization and operation 
of public utilities since 1904. He was Federal Fuel Commissioner dur- 
ing the war and at other times has served as chairman, American Red 
Cross, and director of the Arkansas State Flood Commission. 

JESSE H. JoNngEs, banker, lumberman, real estate operator, publisher, 


and director of General Military Relief of the American Red Cross 
during the war. 


CHARLES G. DAwEs, former Comptroller of the Currency, organizer 
and president of the Central Trust Company of Illinois, Brigadier- 
General United States Army, first Director of the Federal Budget, 
gave his name to the Dawes Plan, was Vice-President of the United 
States, and until recently Ambassador to England. 

EUGENE MEYER during the war was Managing Director of the 


War Finance Corporation. He served as Farm Loan Commissioner 
and is now Governor of the Federal Reserve Board. 


WILSON McCarTHy, who does not appear in the above picture, is a 
banker, lawyer and stock man, and has been active in taxation revision. 
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What the Reconstruction Plan Means to Your Bank 


out that $64,000,000 more than the 
capital was returned, Governor Meyer 
characterizing this amount as “earn- 
ings without deducting the cost of the 


An apt reflection on the purpose 
and timeliness of the corporation 
was developed by Frederick H. Ecker, 
president of the Metropolitan Life In- 
surance Company. After urging that 
the loaning powers be amended so that 
not market value alone, but average 
sustained earning power as well, would 
be the index to whether loans were 
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“fully and adequately secured,” Mr. 
Ecker was questioned thus: 


Senator Walcott: Is it an emergency 
that makes the time element very impor- 
tant? 

Mr. Ecker: I think it is. 

Senator Blaine: But this same emer- 
gency existed last June, didn’t it? 

Mr. Ecker: No. 

Senator Blaine: When did the emer- 
gency first arise? 

Mr. Ecker: It is a progressive emer- 
gency. We are getting to what might be 
reasonably thought is the crisis of this 
situation. I think this financial disease 
might be likened to a disease of the hu- 
man body, and diseases come to the crisis 
stage. In the case of pneumonia, we 
have inflammation, congestion, consoli- 
dation and resolution. 

Senator Blaine: Now just what was 
the situation last June? 

Mr. Ecker: I would think that consoli- 
dation then was setting in. 

Senator Blaine: Well, then, the next 
step in the case of pneumonia means 
death? 

Mr. Ecker: Unless the patient gets 
past the crisis. Now, Senator, I think 
this country and this business of ours is 
not going to die. 

Senator Blaine: But the time to have 
saved the patient was before he got 
through these various stages of physical 
disability. 

Mr. Ecker: If you are speaking of pre- 
ventive medicine, that would be before 
inflammation and congestion came on. 
But we are not dealing with preventive 
things here. We are going squarely into 
the disease and we must get through it 
and bring the patient out well. 


Congressional Reasoning 


HE intent of some provisions of 

the Act becomes clearer in the 
light of the reasoning which led to 
alterations of the plan during its prep- 
aration. The purpose of Congress with 
respect to the provisions for a limit 
of $100,000,000 on any one loan, for 
the earmarking of $50,000,000 of the 
capital for loans to farmers by the 
Secretary of Agriculture, and for the 
restriction against loans collateraled 
by foreign securities is fairly obvious 
in the light of other Congressional ac- 
tions during the current session. 

Just what the policy was to be with 
respect to loans to closed banks, how- 
ever, was uncertain up until the con- 
ference committee rejected the Sen- 
ate’s opposition on this point. 

The question first was brought into 
prominence in the testimony of Mel- 
vin A. Traylor, president of the First 
National Bank of Chicago, before the 
Senate Committee on Banking and 
Currency. 

“My own feeling,” Mr. Traylor de- 
| clared, “is that one of the biggest ser- 
| vices this corporation could render 

would be that of unfreezing and mak- 
} ing available some portion of the funds 
tied up in closed banks. That sum is 
estimated now in the neighborhood of 
$2,000,000,000. That sum taken out of 


OUTSTANDING 


In Strength 
In Faeilities 
In Management 


In Experience 


PHILADELPHIA 
NATIONAL BANK 


ORGANIZED 1803 


PHILADELPHIA, PA. 


Capital and Surplus . . . $42,000,000: 
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IN ST. LOUIS the total commercial deposits 


exceed $601,000 000. Of this sum more than 


$ 441,000,000 is held by the 7 largest banks. 


And five of these seven leaders supply their cus- 


tomers with checks made on La Monte Safety 


Paper—further evidence of la Monte's wide 


acceptance; appreciation of the safety, dura- 
bility and distinction La Monte lends to every 
transaction. George La Monte & Son, 61 


Broadway, New York City. 


LA MONTE NATIONAL SAFETY PAPER FOR CHECKS 


Identified by its wavy lines 


circulation, withdrawn from buying 
power, is probably as big a handicap 
to a return of prosperity or the res- 
toration of business as the unemployed. 

“If, on the one hand, a substantial 


| portion of the deposits in closed banks 


could be made available; and if, on the 
other hand, the very making available 
of that sum results in the future as- 
surance that deserving banks can op- 
erate, and in the stimulation of public 
confidence which brings money out of 
hoarding, it is altogether possible to 
add a billion dollars to the circulation 
of the currency in this country in a 
very short time.” 


Question of Rediscount 


NOTHER important point of dis- 
agreement between the two 
branches of Congress had to do with 
the eligibility of the corporation’s se- 
curities for rediscount at the Federal 
Reserve banks. Senator Carter Glass 
led a successful opposition to redis- 
countability. Its proponents urged 
that it would tend to increase the mar- 
ketability of the corporation’s securi- 
ties among banks, perhaps improving 
the corporation’s borrowing rate. The 
following colloquy illuminates this 
point: 


Mr. Traylor: I personally do not favor 
giving these debentures any privileges of 
rediscountability at the Federal Reserve 
banks. My own judgment is that... . 
the Treasury and the Federal Govern- 
ment would be money ahead if they fi- 
nance the entire operation of this cor- 
poration (by direct sale of the Govern- 
ment’s own securities). Then their pa- 
per certainly is available and eligible for 
rediscount' with the Federal Reserve 
banks. 

Senator Glass: It certainly ought not 
to be. Is not the Federal Reserve Sys- 
tem owned by the stockholding banks, 
the member banks? 

Mr. Traylor: It is, sir. 

Senator Glass: The Government of the 
United States does not own a dollar of 
interest in it? 

Mr. Traylor: No, sir. 

Senator Glass: Well, wherein exists 
the equity of requiring the Federal Re- 
serve System to support the credit of 
the United States Government, which 
does not own a dollar of it? 

Mr. Traylor: Well, of course, I do not 
think it does in times of peace. In times 
of war, anything goes. 

Senator Glass: Yes, but the Federal 
Reserve cannot stand everything. It can- 
not bear the entire burden of what I con- 
ceive to be bank mismanagement and the 
spirit of speculation that pervades the 
whole nation. 

Mr. Traylor: Senator, you and I will 
not disagree in our jealousy for the pro- 
tection of the Federal Reserve System. 
I think today it is the world’s single 
sound financial structure—Government 
structure—semi-government—and I am 
as jealous of its protection from invasion 
by all kinds of junk as any living human 
being can be. 


When it was intimated indirectly 
that aid by the Reconstruction Fi-- 
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nance Corporation to closed banks 
would be tantamount to “liquidating 
bankers’ mistakes,” Mr. Traylor made 
a reply that has application far 
broader than simply to the affairs of 
the new corporation. The testimony 


ran: 


Mr. Traylor: I think it can be success- 
fully maintained that the disaster which 
has overtaken the banking business is 
not due to the system of banking we 
have. It is not due to the character and 
quality of the supervision, nor is it at- 
tributable to the management of the 
banks in the main. 

We must remember that now we are 
looking back, and from this vantage 
point most of the things that all of us 
did over a period of five or six years now 
look foolish. But we were living in that 
atmosphere, and, being human beings, we 
reacted to it. 

Senator Glass: Well, but did not the 
foolish things cause the collapse? 

Mr. Traylor: Oh, no, not at all, Sen- 
ator, in my judgment. If it did, then 
not the banker alone is to blame. Be- 
cause every captain of industry, every 
politician, every statesman—all did the 
same kind of foolish things. Some did 
not, but I am speaking in the aggregate. 

I have no apology. I am trying to pre- 
sent the picture that the banking busi- 
ness finds itself in. I say the banks were 
reasonably intelligently run. And the 
best proof of it is that those that have 
failed, from their maximum of deposits 
to the date of their closing, paid from 50 
to 75 per cent of them on demand. Now, 
no bank has been badly run that can do 
that, I don’t care what bank it is, any- 
where. 


The new corporation is different 
from, and broader than, existing agen- 
cies. Take, for instance, the Federal 
Reserve System. Going beyond its 
range, the Reconstruction Finance 
Corporation can deal in slow but good 
assets, rather than simply liquid com- 
mercial paper. Moreover, instead of 
embracing only member banks, its op- 
erations extend to non-member banks, 
closed banks, railroads, and a long list 
of other financial institutions. The 
new corporation goes beyond, in a 
sense supplements, existing agricul- 
tural credit agencies in financing 
transactions which are sound and nec- 
essary but which may not comply with 
the letter of requirements of existing 
institutions. Or, where the latter are 
loaded to capacity, it helps to take up 
the excess demand. 

Just how much capital the corpora- 
tion will call from the Treasury, just 
what volume of bonds or debentures 
it will issue, just how extensively it 
will loan or be called upon to loan, are 
elements which can be developed only 
in the course of actual operation. Suf- 
fice it to say that, in the eyes of its 
sponsors and in the language of the 
Act creating it, the corporation stands 
ready as a flexible force to perform 
any reasonable jobs which may be laid 
upon its doorstep. 


It fits today’s 
buying mood 


The telephone meets today’s buy- 
ing temper by giving bigger money’s 
worth than ever before. The coin that 
buys a call today gets improved service, 
better voice transmission, quicker con- 
nections, more miles. 

Improvements like these do not 
spring up overnight. They are the re- 
sult of patient research, of honest self- 
criticism among telephone workers 
seeking and finding ways to “do it 
better”’. 


The policy of giving greater value 
finds public response in the use of the 
telephone, which has made possible 
the American Telephone and Tele- 
graph Company’s record of uninter- 
rupted dividend payments for more 
than 50 years. 


May we send you a copy of our booklet, 
“Some Financial Facts’? 2 


BELL TELEPHONE 
SECURITIES CO. Je. 


195 Broadway, New York City 
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A mere “scrap of paper” 


STRONGER 
THAN STEEL 


Anthougt it is merely a “scrap 
of paper”, yet an F & D Bankers 
Blanket Bond is stronger than 
steel as a means of protecting 
your own and your clients’ funds 
against the attacks of criminals 
and the dishonesty of employees. 
Providing in one form protection 
against practically all of the haz- 
ards to which banks are exposed, 


backed by one of the oldest and 
strongest surety companies in the 
country, and serviced by a large 
and experienced field force, F & D 
Bankers Blanket Bonds represent 
an investment in security that yields 
big returns in peace of mind. Rates 
and full information concerning 
Bankers Blanket Bonds will be 
gladly furnished upon request. 


FIDELITY & DEPOSIT 
COMPANY OF MARYLAND 


Home Office: Baltimore 


Fidelity and Surety Bonds 


Representatives Everywhere fF) Burglary and Plate Glass Insurance 


The Glass Bill Is a Medley 


(Continued from page 498) 


issue of Federal Reserve notes as at 
present. Bankers’ acceptances based 
upon a revolving or renewable credit 
also are declared ineligible as note 
circulation collateral. 

These provisions of the bill in re- 
lation to the use of paper secured 
by Governmental obligations as col- 
lateral for Federal Reserve note cir- 
culation are perhaps the most impor- 
tant affecting the Federal Reserve, 
and probably will lead to most con- 


troversy. The larger part of the 
eligible paper held by the Reserve 
against its note circulation consists 
of bills based upon Government bonds. 
If such paper is declared ineligible 
for the purpose, the Federal Reserve 
will be compelled to increase its hold- 
ings of other eligible paper or increase 
the gold backing for the notes in pro- 
portion, since at most times the 
amount of other eligible paper avail- 
able is inadequate; at least it may 


become inadequate. The increased de- 
mand on gold stocks under the present 
volume of business and with an un- 
usually large volume of notes out- 
standing would amount to between 
$300,000,000 and $400,000,000. 

A very large part of the increase 
in the monetary circulation of the 
country in the past year for other 
than strictly business purposes has 
been based upon Government bond 


the note collateral privilege from this 
paper would render it exceedingly dif- 
ficult for the Reserve Bank to supply 
the demand forcurrency. There are 
many bankers. who believe that these 
restrictions on loans and-upon the use 
of Government obligations col- 
lateral would be fatal to the entire 
Federal Reserve System and would 
seriously affect the price of Govern- 
ment securities by reducing their use- 
fulness to bankers. 


Branch Bank Issue Avoided 


HE bill is strictly a “unit bank” 

“measure. Frankly ‘speaking, it 
dodges the branch banking issue. It 
would permit national banks to estab- 
lish statewide branches in those 
states which permit branch banks by 
the state institutions, “tentatively re- 
stricting the privilege to states where 
branches are allowed.” In other words, 
branch banking by national banks out- 
side of their home town is to be 
limited solely to the privilege which 
may enable them to meet the competi- 
tion of state banks in this respect, and 
the Comptroller’s idea of trade areas 
in branch banking is entirely ignored. 


| The privilege also is limited to parent 


banks with a capital of $1,000,000 or 
over, and definite capital must be as- 
signed to each branch with a mini- 
mum of not less than the minimum 
capital of a national bank. 

Further support of the unit bank 
idea is indicated in the comparatively 
stringent regulations governing chain 
and group banking in which a national 
bank is involved. In groups and 
chains no corporation or partnership 
owning more than 10 per cent of the 
national bank’s stock can vote such 
stock at the election of directors ex- 
cept by permission of the Comptroller, 
which -permission shall be granted 
only when the owners agree to accept 
certain conditions which place them 
under Government supervision and 
control. 

The group banks required to 
get rid of all stocks and bonds of 
affiliates; they are required to submit 
to concerted examination and_pub- 
licity reports, to maintain effective 
double liability by deposits with the 
Comptroller, and accept certain other 
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regulations now imposed upon na- 
tional banks. It will be recalled that 
each of these provisions covers ob- 
jections to group banking brought out 
in the House committee hearings two 
years ago. Groups and chains which 
include state banks only are not af- 
fected. In no case does the bill at- 
tempt to ovef¥idé State boundaries or 
state laws: 


The Liquidation Corporation 


ERHAPS the portion of the bill of 

most immediate popular interest is 
that providing machinery to enable 
depositors in suspended_ banks. to.se- 
cure at least a part of their money 
without Waiting for the liquidation of 
the banks.” “There are several bills 
before’ Congress to set up corporations 
for this purpose, the most notable 
being what_is known as the Thomas- 
Beedy bill which provides for such a 
corporation whose capital shall consist 
_of $50,000,000 taken from the surplus 
of the Reserve banks and whose oper- 
ations shall consist of taking over 
such assets and working them out on 
a revolving fund basis. This corpora- 
tion would be outside of the Federal 
Reserve. The Glass committee bill 
proposes to use this general idea by 
setting up such a corporation within 
the Federal Reserve. Federal Reserve 
banks would be required to subscribe 
to the capital of this “Liquidation 
Corporation” to the amount of half 
their surpluses. With total surpluses 
of $274,636,000 as of December 30 
last, this would provide a capital of 
$137,318,000. 

Upon the suspension of a member 
bank, state or national, the corpora- 
tion would make an immediate ex- 
amination by its own accountants, ap- 
praise the bank’s assets and promptly 
pay to depositors as large a proportion 
of their deposits as the situation justi- 
fied. This plan is to be a permanent 
arrangement. For non-member banks 
the bill provides for an appropriation 
of $200,000,000 to be handed over to 
the Liquidation Corporation as needed ; 
and for a period not exceeding two 
years from the time the Act goes into 
effect the corporation may purchase, 
and for a period not exceeding five 
years may hold and liquidate assets of 
any closed non-member bank, make 
loans to them and secure their reopen- 
ing under the same terms as those ap- 
plying to national and member banks 
—all this, of course, where state bank- 
ing laws do not prohibit such an ar- 
rangement. In both cases the privi- 
lege would apply to banks already 
closed. 

The use of Federal Reserve bank re- 
serves in this corporation is expected 
to be profitable, and this profit, it is 


~ 


THE conservative viewpoint of 
this bank is helpful to correspon- 


dents who seek 


facts and view- 


points for their clients or for them- 


selves. 


THE NORTHERN 
TRUST COMPANY 


Northwest Corner LaSalle and Monroe Streets 
CHICAGO 


anticipated, will afford an additional 
attraction for membership in the 
Federal Reserve System, for it is pro- 
posed to divide this profit, 70 per cent 
going to the revolving fund of the 
corporation and 30 per cent going to 
member banks as an additional divi- 
dend on their stock above the ordinary 
cumulative 6 per cent. How much 
such earnings would amount to is 
doubtful. In view of the fact that 
something over $1,000,000,000 worth 
of assets are now tied up in suspended 
banks which could pass through the 
Liquidation Corporation, the earnings 
might become considerable. 


The Senate committee evidently 
has not taken kindly to the idea 
of the Federal Reserve committee 
which investigated the subject of 
member bank reserves and recom- 
mended that these reserves should be 
regulated largely by the daily turn- 
over of deposits and that through 
these reserves a certain amount of 
credit control could be exercised. In 
its bill, the committee proposes a new 
method of calculating reserves based 
substantially upon present rates. It 
proposes a segregation of assets in a 
bank so as to give slow deposits a 
priority lien on slow assets, distribut- 
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STABILITY 
That Inspires 
Confidence 


No greater proof of an investment’s ability to 
weather periods of economic stress could be had 
than its record of performance during such trying 
times. Judged by this standard 


INDEPENDENCE 
TRUST SHARES 


warrant an exceptionally high investment rating 
and the approval of even the most conservative 
banker. 


Collectively, the 50 banks, utilities, insurance and 
industrial companies whose common stocks com- 
prise the portfolio have paid dividends not only 
in prosperous times, but through seven industrial 
and financial depressions and a war. 


This remarkably consistent record of stability 
covers a period of 26 years. It gives eloquent 
testimony to the farseeing provisions which are 
incorporated in the Trust Agreement for the com- 
plete protection of Independence Trust shareholders. 


Circular on request 


INDEPENDENCE SHARES CORPORATION 
1608 Walnut St., Philadelphia, Pa. 


ing bank reserves accordingly. It es- 
tablishes what it terms “thrift” de- 
posits, defining demand deposits as 
those payable within thirty days; 
thrift deposits as those payable after 
not less than sixty days’ notice, not 
subject to check and the monthly bal- 
ance of which in any one case shall 
not exceed $5,000; and time deposits 
as all those payable after thirty days’ 
notice, all savings accounts and all 
postal deposits. 

Against deposits as thus newly clas- 
sified member banks not in reserve 
cities shall maintain balances with 


the Federal Reserve as follows: 7 per 
cent of the aggregate of its demand 
and time deposits and 5 per cent of its 
thrift deposits provided that the net 
balance against time and thrift de- 
posits shall be 3 per cent during 1932, 
4 per cent during 1933 and 5 per cent 
during 1934, and against time deposits 
6 per cent during 1935 and thereafter 
7 per cent. In a reserve city the rate 
is to be 10 per cent for time and de- 
mand deposits and 5 per cent for 
thrift deposits, these rates to be 
reached by 1 per cent increases an- 
nually as in the case of the non- 


reserve cities. In central reserve 
cities the rates are to be 13 per cent 
of demand and time deposits and 5 
per cent of thrift deposits, working 
up to these rates by 1 per cent annual 
increases in the same way, the idea 
being to establish time and thrift de- 
posits upon a new and uniform basis 
by gradual adjustment. A new clas- 
sification of cities as reserve, central 
reserve and non-reserve cities is to 
be made. 

These thrift deposits are considered 
as corresponding support for real 
estate loans. The provisions of the 
Reserve Act regarding real estate 
loans are to be modified, the total 
amount of such loans being limited 
to 15 per cent instead of 25 per cent 
of the bank’s capital and reserves, or 
to one half its time and thrift deposits. 
Investments in bank premises and un- 
secured loans whose ultimate security 
rests upon real estate, are included in 
this limit. All the property of an in- 
solvent national bank acquired under 
this section of the Act shall be applied 
by the receiver in the first place 
ratably and proportionately to the pay- 
ment in full of its time and thrift 
deposits. 


Interest on Deposits 


HE bill also proposes to_go—into 

the legal regulation of interest 
rates in a manner which will be wel- 
comed by many banks. In the first 
place, it provides that no national or 
member bank shall promise to pay 
interest on deposits in excess of one 
half of the interest rate specified by 
law in the state where the bank is 
located, and when the depositors are 
other banks which have balances in 
other banks, the rate of interest on 
such deposits shall not exceed the cur- 
rent rediscount rate in the Federal 
Reserve district or in excess of 2% 
per cent, whichever is smaller. Since 
there is a 6 per cent limit on inter- 
est rates in 35 states, the effect of this 
provision on the cost of savings de- 
posits to member banks is evident. 

The proposed law also would work 
the other way, for it allows national 
banks to charge the legal rate in the 
state in which they are located, or 2 
per cent above the Federal Reserve 
rediscount rate, whichever is higher. 
If no rate is fixed by law, they may 
charge a rate of not more than 7 per 
cent or 2 per cent above the Federal 
Reserve rediscount rate, whichever is 
higher. 

The reason given by the committee 
for these provisions is that in periods 
of depression and distress when a 
Federal Reserve bank may find it 
necessary to raise its rediscount rate 
to 5 or 6 per cent, it is impossible for 
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member banks to secure any accom- 
modation from the Federal Reserve 
except at a loss when the legal rates 
authorized in the state may be only 
6 per cent. The proposed law would 
thus give banks a spread of 2 per cent 
between their loans and their borrow- 
ings from the Federal Reserve. The 
provision cannot apply to state mem- 
ber banks since the latter are con- 
trolled by the laws of their states. 


No Bank Stands Alone 


(Continued from page 502) 


phase of banking the public is run- 
ning our business. 

There is no banker who does not 
know that his institution renders 
some services free for which it is en- 
titled to collect a charge or fair re- 
turn. Why are we not charging for 
these services? We would like to and 
yet we don’t. Why? Because Mr. John 
Public is running this end of our 
business and he does not want to pay 
for those services. 

It is about time that we start run- 
ning our own businesses. 

Profit producing policies cannot be 
adopted without a high degree of co- 
operation. To put it simply, without 
working together we cannot make 
money and if we cannot make money 
we cannot continue in the banking 
business. 


Interdependent 


F the unit system of banking is to 

live it must become an interdepend- 
ent system of units. No one of us 
can stand alone. This is most particu- 
larly true in this hour of depression. 
We must either hang together or hang 
separately. 

Cooperation is a mark of intelli- 
gence. A visitor to an insane asylum 
was astonished at seeing only one 
guard in a ward of fifty violent pa- 
tients. When he remarked to the 
guard that if the patients ever got 
together they could tear him limb 
from limb, the guard replied, “Get to- 
gether! They will never get together, 
they’re crazy.” 

If there ever was a time in the fi- 
nancial history of this country when 
cooperation, or working together, was 
an economic necessity it is right now. 
The unit system of banking is being 
put to a severe test, but it is not so 
much the unit system alone that is 
being challenged. Confidence and 
trust in the system of capitalism itself 
has been rudely shaken. With hun- 
dreds of millions of dollars of cur- 
rency and gold being hoarded in this 
country we may be sure that the chal- 
lenge is far flung indeed. 


eady 


.-. for that 


emergency 


Recent news items indicate that bank bur- 


glars are making good hauls these days... 


but they are giving A.D.T. protected banks 


a wide berth. They know all about the 
PHONETALARM... know that the slightest 


attack on the vault means an SOS in the 


nearest A.D.T. Central Station... and they 


know what that means! They also know that 


a bank with A.D.T. concealed electrical 


alarm devices is out of the question as a 


holdup prospect. A. D.T. Central Station 


service gives you continuous day and night 


protection and special officers ready to 


% cope with any burglar careless enough to 


» have overlooked the sign of the A.D.T. An 


interesting brochure—“The Inside Story of 


Bank Protection”—gladly sent on request 


...no obligation. 


‘AMERICAN DISTRICT: 
TELEGRAPH COMPAN 


N 4 N 


What is to be our answer to that 
challenge to our chosen profession? 
There is but one answer and it does 
not lie within the realm of telling 
bluebird stories about prosperity 
being just around the corner. The 
answer is better management. We 
shall make banking a profession in- 
deed, in which skilled experts alone 
are employed. We shall know our 
costs, we shall know our credits and 
we shall know our reserves. We shall 
have the courage to run our own 
businesses and make adequate charges 
for our services, and above all, we 


shall have the intelligence to cooperate 
with each other in the highest degree 
through city and regional clearing- 
houses; and state, sectional and na- 
tional associations. We shall pool our 
strength through the agency of the 
National Credit Corporation. Our at- 
titude will be one not of defiance but 
of firmness. 

That is to be our answer to the 
challenge, and if we take that stand 
courageously and intelligently and 
with a united front, then there is not 
the slightest doubt as to the outcome 
of this severe test. 
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Guaranty Trust Company 
of New York 


140 Broadway 


LONDON 


PARIS BRUSSELS LIVERPOOL HAVRE ANTWERP 


Condensed Statement, December 31, 1931 


RESOURCES 
Cash on Hand, in Federal Reserve Bank, 


and due from Banks and Bankers... . 
U. S. Government Bonds and Certificates... .. . 


Other Securities . . 
Loans and Bills Purchased 
Real Estate Bonds and Mortgages. . 


Items in Transit with Foreign Branches 


Credits Granted on Acceptances 
Bank Buildings 


Accrued Interest and Accounts Receivable. . 


257,806,418.75 
274,349,207.44 
34,596,044.44 
7,800,000.00 
22,686,032.18 
778,505 668.63 
1,445,273.43 
8,358,702.88 
86,715,794.72 
14,554,843.29 


7,222,066.19 


$ 1,494,040,051.95 


LIABILITIES 


Capital 
Surplus Fund 
Undivided Profits 


90,000,000.00 
170,000,000.00 


24,959,038.49 


284,959,038.49 


Accrued Interest, Miscellaneous Accounts 


Payable, Reserve for Taxes, etc. 


Acceptances .. 


Liability as Endorser on Acceptances and Foreign Bills 


Deposits 
Outstanding Check 


44,972,365.29 


8,112,102.82 
86,715,794.72 
44,231,200.07 
$1,025,049,550.56 
1,070,021,915.85 
1,494,040,051.95 


The Standard Is Gold 


(Continued from page 512) 


and so we might go on throughout the 
borrowing countries of the world. We 
also know that in every case many of 
the things those countries must import 
have not fallen in price proportion- 
ally. 


Our Own Mistakes 


HEN we in the United States 
are over-borrowing in our 
states, and cities, and increasing our 
taxation in all government beyond 


reason, and now find ourselves suffer- 
ing from the effect of such unjustifi- 
able operations, are we in position to 
criticize the countries of South Amer- 
ica, for instance, which now find them- 
selves unable to obtain the necessary 
units of foreign exchange to meet 
their debt charges? They may have 
over-borrowed as we have, but in any 
event they are now faced with a great 
falling off in the number of units in 
foreign monies which they receive for 


the products upon which they must 
depend to take care of their debt 
charges. 

Are we justified for purposes of 
making political capital, or otherwise, 
in even suggesting that there may not 
be intent to pay or that the loans 
undertaken may not be good? 

The bankers and the business men 
of the United States who have ana- 
lyzed this situation realize fully that 
we are not justified in criticizing in- 
tent nor in taking it for granted that 
because of the depression of the mo- 
ment the nations which owe this 
country, their governments and their 
people, are going to repudiate their 
debts. 


Benefit of Hindsight 


URTHER, we know that if in those 

countries they learn the lessons 
that show so clearly when we exercise 
our hindsight, and curtail their bor- 
rowing for a time and bring their 
taxation within bounds that the natu- 
ral growth of the volume of business 
will make it possible for them to over- 
take their debt charges. 

We know that the funds loaned 
those countries have helped them in 
the upbuilding of their countries, even 
as our foreign borrowings helped the 
people of the United States. We at- 
tribute no lack of integrity nor intent 
to pay on the part of the other nations 
of the world any more than we expect 
our own nationals to repudiate their 
debts even in some of our cities where 
expenditures have been all out of pro- 
portion to possible income on a con- 
tinuing basis. 

If there is intent to pay on the part 
of a people they can pay, but if there 
is one thing above all others that we 
can do to discourage a nation in debt 
to us it is for us to separate the mis- 
takes which they may have made from 
the mistakes which we have made and 
attribute to them less of integrity 
than we insist upon for ourselves. 

It is the hope of the bankers and 
business men of this country, that 
those in foreign nations will realize 
that just as they have forces within 
their countries which for political 
purposes criticize our people, a condi- 
tion which we fully understand and 
appreciate and accept as mere politi- 
cal opportunism, that we have to our 
regret similar political developments 
that often result in unfair criticisms 
of other nations. We hope that they 
in turn will also recognize such criti- 
cism as mere political opportunism 
and not interpret it as representing 
our national point of view. 

We would ask these nations to bear 
with us, even as we are glad to bear 
with them and realize that the sound 
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thinking men of our country are not 
carried away nor influenced by those 
things political which make it appear 
as though we questioned their in- 
tegrity of purpose. 

It is our hope that as the years go 
on we will continue to have a growing 
and mutually satisfactory interna- 
tional business that will result in in- 
ternational investments, international 
trade, and international goodwill and 
understanding. 


Behind the Bond News 
(Continued from page V) 


for taking care of a situation. But 
it is to be noted that the success of the 
plan is inseparably linked with the 
maintenance unimpaired of the Treas- 
ury’s borrowing power. 


NE hears from London that one 
of England’s most noted econo- 
mists looks with much favor on the 
budget deficit which the United States 
Treasury has been running up, hold- 
ing that increased use of government 


credit during a severe deflation is | 


necessary if the price decline is not to 
become calamitous. It is possible to 
agree with him only until late last 


summer; since that time the deficit 


has been changed from an asset to a 
threat. Up to the middle of last Sep- 
tember the credit of the Treasury was 
in unexcelled condition. A long term 


bond was sold with the very low coupon | 
of 3 per cent, and by means of discount 
bills the Treasury could raise funds | 


for ninety days at around 1 per cent. 


But about that time lenders all over | 
the world began to scrutinize more | 


closely the budget position of govern- 
ments. Beginning directly after the 
suspension of gold payments by Great 
Britain on Sept. 21, the obligations of 
the Treasury started to suffer market- 
wise. The reason is not far to seek. 
It was due in considerable part to a 
sympathetic vibration with the posi- 
tion of Britain. Here was a govern- 


ment, whose credit had been second | 


to none throughout financial annals, 
which endured an unbalanced budget 
condition a trifle too long. Here, too, 
was a government which was applying 
a brake to the deflation through a 
generous use of its credit. When it 
attempted to mend its financial ways 
the situation had got quite out of 
hand. 

One would stray from the facts if 
one attempted to draw too close a 
parallel between Great Britain’s posi- 
tion and our own. For Britain was 
weakened by the cumulative effects of 
a long period of departure from the 
accepted principles of sound finance, 
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preferential basis. 


Get details from any authorized distributor 


while our own condition is of recent 
origin, capable of being promptly rem- 
edied by a bold application of the 
taxing power and the whittling down 
of unneeded expenditure. So far in 
the current fiscal year we have 
amassed a deficit of approximately 
$1,500,000,000. The Treasury is hav- 
ing to enter the market every few 
days to fund maturing issues and to 
put itself in new money, and the out- 
standing debt is growing. That con- 
dition cannot long continue. It has 
been abundantly demonstrated that 
the Treasury Department is fully 


aware of the need for action. It is: 
essential that the country impress 
Congress, which on the whole has com- 
ported itself with credit, with the 
realities of the situation in order that 
prompt action may be achieved. The 
declines in long term government 
bonds since the close of the year be- 
speak eloquently the insistence of the 
market on a program of economy by 
Congress. 


ROMPT handling of the budget 
situation is needed also as a re- 
minder to Europe that the dangers of 
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a reckless inflationary policy are ap- 
preciated here no less than abroad. 
The opinion has got around Europe 
that because this country has shown a 
disposition to want to take hold of the 
deflation and eradicate its causes, 
rather than sit supinely and fatalisti- 
cally by and wait for the “turn,” it is 
playing with fire. Foreign depositors, 
whose skittishness can scarcely be 
matched, have been repatriating their 
funds here, and gold has begun again 
to go out. Thus there are kindled anew 
those international fears that have 
been causing enterprise to hold back 
for many months. It needs to be 


demonstrated, first of all by a bal- 
ancing of the budget, that the United 
States is appreciative of and com- 
mitted to the tenets of wise finance. 
The bugaboo of inflation in this coun- 
try would be raised much less often 
if the nation should adopt the policy 
of living within its income. 

With Europe reassured, the way for 
world wide business recovery would 
be the better cleared. To a great ex- 
tent, it is true, the United States is 
self-contained; it is conceivable that 
business could recover measurably 
from present levels with the European 
situation still clouded. But it is not 
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to be doubted that business in this 
country would go ahead more confi- 
dently if calmness and serenity should 
unmistakably return to the troubled 
world. One of the prime essentials 
for an appreciable recovery in trade is 
a reopening of capital markets to for- 
eign flotations. There are those in 
this country who hold to the view that 
it will be a long time before the Amer- 
ican public is receptive to fresh offer- 
ings of foreign obligations. There 
has been enough and to spare of de- 
faults, and unwise loans have been 
made. The situation, however, is far 
from hopeless. At the slightest indi- 
cation that progress is being made 
toward settling the reparations prob- 
lem many of the foreign issues dealt 
in here forge ahead. They have, on 
the whole, given a fair account of 
themselves in recent weeks, and those 
in close touch with the market realize 
that the improvement in many of the 
prime foreign obligations would be 
gratifying indeed if a semblance of 
order were restored to the interna- 
tional political realm.. Much work lies 
ahead in rehabilitating many cur- 
rencies. Without assistance from the 
capital markets this task would pres- 
ent grave obstacles. But with coun- 
tries like Britain, Japan and Scandi- 
navia, whose credit enjoys prompt 
rallying power, leading the way, prog- 
ress can be made in reopening capital 
markets and diffusing the benefits of 
stable currencies and improved trade 
to lesser nations. 


NE of the most salutary occur- 

rences of recent weeks has been 
the forcible impressing on the minds 
of certain city officials scattered over 
the country of the fact that a depres- 
sion was in our midst, imposing upon 
them a few inescapable obligations. 
In the more than two years since the 
panic of late 1929 most persons had 
adjusted their expenditures to the 
realities of lower price levels and 
lower income, but city governments 
here and there had not felt it neces- 
sary to make these adjustments. The 
attention of the city officials of New 
York was unmistakably called to the 
fact that a depression was at hand 
by a group of bankers representing 
the entire banking community, and 
the result is the city officials have 
proved themselves to be reasonable 
men. After assurances of co-opera- 
tion in adjusting expenditure and tap- 
ping sources of revenue heretofore im- 
perfectly used or not used at all, New 
York banks arranged the flotation of 
$100,000,000 of the city’s corporate 
stock notes, maturing in three to five 
years. The public response was ex- 
traordinarily good, and the beneficent 
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effects of this development have re- 
acted to the benefit of municipals gen- 
erally. 

The incident may well serve to illus- 
trate anew the fact that capital to 
absorb investments has not gone per- 
manently into hiding. It can be made 
to reappear if it is sufficiently dem- 
onstrated that the borrowers have 
honorable credit records and are alive 
to the exigencies of the present situa- 
tion. The immediate future of the 
bond market may well depend on the 
awareness displayed by Congress to 
the dictates of sound finance and the 
need for expedition in bringing them 
to bear on government income and ex- 
penditure. 


Two Plans for Bank 
Stability 
(Continued from page 508) 


tions for their mechanical usefulness 
will tend to keep them alive and will 
be an everyday reason for their exis- 
tence during times when there are few 
real problems to be dealt with. 

These associations should have their 
own rules and regulations, but their 


constitutions and by-laws should be | 


similar so that there will be uniform- 
ity of purpose and equality of stand- 
ards. The affairs of these associa- 
tions should be in the hands of com- 
mittees elected by the members, who 
would agree to abide by their de- 
cisions. The associations should have 
the power to examine the members 
and require periodic reports as to 
their financial condition. They might 
maintain complete credit files for the 
use of their members covering the 
borrowers in the territory and could 
make investigations of commercial 
paper names. Detailed information 
in regard to securities could be as- 
sembled and a general service main- 
tained to assist the members in the 
operation of their bond accounts. I 
am rather of the opinion that the 
State Banking Department and the 
Comptroller of Currency would be 
willing to assign examiners perma- 
nently to these associations, which 
would result in the closest kind of co- 
operation. 


A. B. A. Efforts 


HE American Bankers Associa- 
tion has been working’ on 
this idea for some time and _ it 
has been in_ successful  opera- 
tion in several states in the Middle 
West, and the banks report most sat- 
isfactory results. The expenses are 
small. What each contributes is in- 
finitesimal compared to what it gains. 
One of the most distressing results 
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of the present situation is the locking 
up in the closed banks of the country 
of almost $2,000,000,000 of desposi- 
tors’ money. Experience has shown 
that the liquidation of these deposits 
is a slow and costly process and that 
the liquidating agencies have no 
choice but to sell the banks’ assets for 
what they will bring, usually below 
book value, and often less than in- 
trinsic value. The wholesale dumping 
of securities, mortgages and real 
estate depresses prices and destroys 
values, and the indiscriminate calling 
of loans works a hardship on indi- 


viduals, firms and corporations, which 
often results in forcing them to real- 
ize what they can on their assets. It 
is a vicious circle. Meanwhile, the de- 
positors are without funds to carry 
on their daily operations, many com- 
munities are without banking facili- 
ties to handle their financial transac- 
tions and the good will and invested 
capital of the banks have been wiped 
out. Some means could and should be 
found to deal with this situation more 
scientifically and more sensibly and, 
at the same time, protect the interests 
of creditors and provide for the un- 


| 
| 
| 
| 
°°” | 
°°” 
| 
| 
| 
| 
| (ED, 


Loans and Discounts 
Federal Reserve Bank Stock 


Head Office Building . 


and Acceptances 


Other Resources 


U. S. Govt. Bonps and 
‘TREASURY CERTIFICATES 
County, MuNnIcIPAL 
and OTHER Bonps 


TOTAL ..... 


Capital Stock 
Surplus . . . 
Undivided Profits 


Circulation . 


Other Liabilities 
DEPOSITS. . 
TOTAL 
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- $68,453,369.93 
420,000.00 


383,825.00 
1,617,270.10 
3,324,571.79 


37,500.00 
924,405.10 


$118,198,161.36 


$5,000,000.00 
9,000,000.00 
1,902,181.55 
250,000.00 
178,542.87 

74,414.30 
750,000.00 


4,219,731.57 
‘ 60,877.12 
96,762,413.95 
$118,198,161.36 


interrupted payment of deposits to the 
extent practicable. 


Alternative to Closing 


HEN in the opinion of the 

proper governmental authority 
a bank should not be allowed: to con- 
tinue to operate, the law should give 
that authority the alternative, either 
to close it, as at present, or to reor- 
ganize it along the following lines. 
Transferable certificates would be is- 
sued to the depositors for a portion 
of their deposits so that the remaining 
deposits would, in the opinion of the 
superintendent of banks or the Comp- 


troller of the Currency and the board 
of directors, be covered by sound 
assets at current values amounting to 
not less than 120 per cent of such de- 
posits. These remaining deposits and 
any new deposits would share alike in 
the assets of the bank. The holders 
of the certificates would receive inter- 
est semi-annually, not to exceed 4 per 
cent per annum, if earned after neces- 
sary and proper charge-offs, and if 
approved by the superintendent of 
banks or Comptroller of the Currency. 
This interest would be cumulative up 
to 4 per cent per annum, and no divi- 
dends would be paid on the capital 


stock while any certificates are out- 
standing. 

Whenever, subsequently, an official 
examination should credit the institu- 
tion with net sound assets, at current 
values, greater than the amount by 
which they exceeded the marked down 
deposits at the time of reorganization, 
such increase would be used to pay 
down the certificates proportionately. 
The certificate holders would have the 
option, at any time, to convert their 
certificates into stock at the book 
value as shown by the last official ex- 
amination. 

stockholders’ meeting should 
be held shortly after the date of 
reorganization for the election of a 
new board of directors, who would 
elect officers. Former directors and 
officers would be eligible to succeed 
themselves. Each certificate holder 
would have the right to vote as though 
the face value of his certificate repre- 
sented par value of stock. The double 
liability of the old stockholders should 
be preserved while any certificates are 
outstanding. 

A reorganization would be futile 
unless the reconstituted institution 
has the confidence of the community 
and the support of its depositors and 
should not be undertaken unless the 
management is efficient and honest. I 
believe that there are instances in 
which such a reorganization could 
have been worked out and would have 
prevented banks from closing; per- 
haps, it would permit the opening of 
some that are now closed. At any 
rate, it seems that some such plan is 
worth trying, for if it succeeds it will 
accomplish much, positively and nega- 
tively, and at the same time the inter- 
ests of creditors will not be jeop- 
ardized. 


Faith in the Nation 


E bankers are facing problems 

and difficulties today which 
seem hard to solve and which, per- 
haps, at times, seem overwhelming. I 
am afraid that we have been tempted 
to lose faith, even in the soundness of 
our economic structure, and that we 
have permitted our minds to dwell on 
the unprofitable and entirely useless 
thought of what might happen. 
America’s resources are unimpaired. 
The capacity of its people is as high 
as ever. Its forty-eight states are 
still great reservoirs of energy, in- 
ventiveness, self-reliance, and_ideal- 
ism. It is not threatened by war nor 
physical disaster and its farms and 
factories are abundantly productive. 
Potentially its economic mechanism is 
magnificent, but its people are some- 
what bewildered and its natural opti- 
mism has been temporarily obscured. 
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A Brighter Outlook for the Railroads 


(Continued from page 501) 


the reduced shipping rate accorded his 
competitor. In this way both shipping 
and industry are headed for bank- 
ruptcy under such unregulated form 
of competition. 


Regulation of Shipping 


HE effect of water transportation 

on our canalized waters is much 
the same. The railroads are not per- 
mitted to take part in the transporta- 
tion of water-borne traffic. There is 
a measure before the Senate today, 
known as the Johnson Bill, which 
would put all water-borne traffic under 
the Shipping Board. The ideal situ- 
ation would be to put it under the 
Interstate Commerce Commission, but 
so far as I am concerned I should be 
quite satisfied to see it regulated by 
the Shipping Board because after all 
that is a first step. If we can get it 
that far, I am satisfied it will be only 
a question of time before the regula- 
tion of shipping will logically come 
under the Interstate Commerce Com- 
mission. President Hoover has rec- 
ommended that the Shipping Board 
activities, other than regulatory, shall 
be assigned to the Secretary of Com- 
merce, so in that respect we have the 
President behind the project to regu- 
late the waterways. That, I think, is 
a great step. 

We have recently gone through the 
throes of a rate increase. Entirely 
apart from its funny side, the material 
side is interesting. The Interstate 
Commerce Commission gave the. rail- 
roads approximately a $100,000,000 in- 
crease, but it was taken away from 
them as soon as it was given, in this 
way: The Commission said that the 
money raised by the increases should 
be given to needy railroads in order to 
help pay the interest on their bonded 
debts, etc. We objected to that and 
proposed, instead, to establish a credit 
corporation to which the money would 
be turned over for the purpose of 
lending it to the needy railroads. Well, 
that plan now is in process of oper- 
ation, and the Railroad Credit Corpo- 
ration is commencing to work. That 
is another good thing. 

After two weeks of negotiation in 
Chicago recently a wage reduction was 
arranged with the voluntary consent 
of the workers. This was a triumph 
for labor and railroad diplomacy and 
a great achievement. It will mean 
some $220,000,000 to $230,000,000 de- 
crease in the operating expenses of 
the railroads. 

Now the formation of the Recon- 
struction Finance Corporation, 


which I have already mentioned, has 
this bearing upon the railroads: The 
railroads today have something like 
$250,000,000 to $260,000,000 of securi- 
ties maturing during 1932, and about 
an equal amount in 1933. This is with- 
out taking into consideration the out- 
standing short-time paper, which I ap- 
proximate at $150,000,000. It looks to 
me, therefore, as though the railroads 
would have about $400,000,000 of ma- 
turities, either short or long term, to 
meet in 1932. If these are not met, 
the defaulting roads are going to go 
into receiverships. 

The necessity for keeping our banks 
liquid—and that is the fundamental 
trouble—makes it almost impossible, 
and I know undesirable, to borrow that 
money from them. Therefore, the Re- 
construction Finance Corporation is 
going to be the place to which we 
will go. 

Bus regulation is in the process of 
going through Congress. Truck legis- 
lation has not as yet been started, but 
I am perfectly sure it will be. 

The recommendation of the Inter- 
state Commerce Commission as_ to 
what we call Section 15a of the Trans- 
portation Act, including the so-called 
Recapture Clause, is very important. 
The Recapture Clause was put in the 
Act in 1920 in the hope that it might 
get the Interstate Commerce Commis- 
sion to realize its responsibility for 
seeing that rates were made sufficient 
to maintain the credit of the railroads. 
But the trouble has been that when 
times were good the railroads have not 
been permitted to earn, by increased 
rates, the amount of money that they 
could and should have earned. Ac- 
cordingly, when times were bad, and 
rates should have come down, we have 
had to increase them instead. Well, it 
does not take much intelligence to 
realize that when times are good we 
ought to be making money and putting 
some of it away, and when times are 
bad we ought to be taking our medi- 
cine with industry and helping indus- 
try to build up. In other words, in- 
stead of having to increase rates when 
times are bad we ought to be able to 
reduce them. 


Another Important Step 


F we can get Congress to repeal 

Section 15a, with its so-called guar- 
antee—which never was a guarantee, 
never pretended to be a guarantee, 
though most people thought it was, 
and the expression was always used to 
the disadvantage of the railroads—if 
we can get that out of the way, I am 
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perfectly satisfied that we shall have 
taken another great step forward. 

The recommendations of President 
Hoover have been particularly helpful, 
and if we can lay aside politics, parti- 
san politics particularly, I am satis- 
fied that this Congress can do a great 
deal of good in following out his sug- 
gestions. 

The railroads are the backbone of 
transportation. They are going to 


continue to be the backbone of trans- 
portation. The other forms of trans- 
portation—the bus, the truck, and the 
waterways—are all auxiliary and com- 
plementary. My belief also is that 
the railroad securities of the country 
are today the backbone of the insur- 
ance companies, the banks, the savings 
funds, and I believe they are going to 
continue to perform that important 
function properly. 


What Your Association Is Doing 
(Continued from page 519) 


Under Mr. Clark’s editorship the 
JOURNAL has grown into a magazine of 
national and international reputation. 

The JOURNAL and its readers wish 
him well. 


Eastern Savings 


AVINGS bankers representing 

states throughout the eastern sec- 
tion of the country met in New York 
Jan. 28 and 29 for their annual east- 
ern regional savings conference, to ex- 
change ideas and work out a common 
solution to their investment problems. 
Jay Morrison, President of the Sav- 
ings Division, and vice-president of 
the Washington Mutual Savings Bank, 
Seattle, presided at the sessions. At 
a luncheon the first day Dr. Otto Carl 
Kiep, German consul general in New 
York, spoke. At a luncheon the sec- 
ond day an address on “Manchuria” 
was given by Charles K. Moser, chief 


Farm Eastern Section, Department of 
Commerce, Washington. Those pres- 
ent at the banquet had the unexpected 
privilege of hearing General W. W. 
Atterbury, president of the Pennsyl- 
vania Railroad, discuss the economic 
problems of the nation, with partic- 
ular reference to the status of the 
railroads. Speakers at the banquet, 
in addition to General Atterbury, were 
Roy Dickinson, associate’ editor, 
Printers’ Ink, and Ralph E. Flanders 
of Jones & Lamson Machine Company, 
Springfield, Vt. 


Mid-Winter Trust 


HE program arranged for the 

mid-winter trust conference in 
New York, Feb. 16, 17 and 18, is ex- 
pected to draw a large attendance of 
trust men from all parts of the coun- 
try. There will be six main sessions 
devoted to current topics of impor- 
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tance to fiduciary institutions with 
most of the emphasis on new ideas 
for increasing business volume and 
profits. Thomas C. Hennings, presi- 
dent of the Trust Division and vice- 
president of the Mercantile-Commerce 
Bank and Trust Company, St. Louis, 
will preside at the first, fourth and 
sixth sessions and also at the banquet, 
Feb. 18. R. M. Sims, vice-president 
of the Trust Division and vice-presi- 
dent of the American Trust Company, 
San Francisco, will preside at the sec- 
ond session and W. M. Baldwin, presi- 
dent of the Union Trust Company, 
Cleveland, will act as chairman at the 
third. The presiding officer of the 
fifth will be H. L. Standeven, chair- 
man of the Executive Committee of 
the Trust Division and executive vice- 
president of the Exchange Trust Com- 
pany, Tulsa, Okla. The subjects to 
come before the conference, in the 
order of their discussion, will be how 
to obtain new business, insurance 
trusts, investments, relations with the 
bar, public relations, accounting and 
various timely legislative questions. 
Ralph Stone, chairman of the board 
of the Detroit Trust Company, De- 
troit, will speak at the banquet. 


Directors 


HE Bank Management Commis- 

sion has received inquiries from 
nearly every state in the Union con- 
cerning the booklet called “Bank Di- 
rectors—Their Legal and Moral Re- 
sponsibilities.” Hundreds of banks 
have found the booklet of value in en- 
listing the active, helpful cooperation 
of directors in the management of the 
institution. Frank W. Simmonds, Sec- 
retary of the Commission, says that 
one of the Federal Reserve banks 
wanted several thousand copies for 
distribution among directors of mem- 
ber banks in the district. Also several 
state associations have taken the ini- 
tiative in obtaining the booklets for 
their respective members. “A copy 
should be put in the hands of every 
bank director,” writes an Oregon 
banker, and that just about tells the 
story. 


51,000,000 


ROSPERITY comes faster to 
those who save regularly” is the 
slogan used on the first 1932 poster 
which the Savings Division has pre- 
pared for its members. It also car- 
ries the encouraging information that 
more than 51,000,000 depositors in the 
United States have savings accounts. 
Association members may receive a 
sample copy of this poster and the 
newspaper advertising portfolio on re- 
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quest to the Savings Promotion Com- 
mittee of the Savings Division. 


Washington Poster 


URING January the Association 

prepared for its member banks, 
a special advertising message in poster 
and blotter form, to tie up with the 
Washington Bicentennial observance 
this year. The purpose of the mes- 
sage is to help stabilize public think- 
ing and encourage the forward move- 
ment of banking and business in gen- 
eral. Beneath a specially drawn por- 
trait of Washington, the copy reads as 
follows: 

“Does his spirit still live? Is his 
faith in the future of his country our 
faith? Is his will to make the best of 
difficult situations our will? Is his 
courage to overcome obstacles our 
courage? On this 200th anniversary 
of his birth let us take heart, face for- 
ward, march on.” 

The large volume of requests com- 
ing from member banks indicate that 
at least a million people will see this 
timely message urging renewed faith 
and courage. 


Convention Calendar 


DATE STATE 
1932 ASSOCIATION 
April 12-13 Georgia 
May 10-12 Texas 
May 12-14 New Jersey 
May 13-14 New Mexico 
May 17-18 Missouri 


PLACE 
Augusta 
Austin 
Atlantie City 
Taos 
Excelsior 

Springs 
Indianapolis 
Kansas City 
Illinois Springfield 
24-25 Oklahoma Tulsa 
24-26 Tri-States Convention 

(Mississippi, Arkansas, Tennessee) 

Memphis, Tenn. 

West Virginia Fairmont 
South Dakota Watertown 
Oregon Eugene 
Minnesota St. Paul 
Colorado Evergreen 
Wisconsin Milwaukee 
Virginia Old Point 

Comfort 
New London 
Mackinac 

Island 


19-20 
19-20 
23-25 


Indiana 
Kansas 


May 
May 
May 
May 
May 


26-27 
1- 3 
6- 7 
7-9 


May 
June 
June 
June 
June 17-18 
June 23-24 
June 23-25 


Connecticut 
Michigan 


25-26 
11-13 


June 
July 


AMERICAN BANKERS ASSOCIATION 
MEETINGS 


Thirteenth Mid-Winter 
Trust Division Confer- 
ence New York, N. Y. 
Mid-West Regional Sav- 
ings Conference 
St. Louis, Mo. 
Executive Council 
White Sulphur Springs, 
W. Va. 


Feb. 16-18 


April 21-22 


April 25-27 


A. I. B. Convention 

Los Angeles, Cal. 
A. B. A. Convention 

Los Angeles, Cal. 


June 6-10 
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BURLINGTON VENETIAN BLINDS 


ReEcorps HALL BUILDING, DALLAS, TEXAS 


Burlington Venetian Blind Co. 


GOLDEN ANNIVERSARY 


provide 

light without 
glare and 
draftless 
ventilation 

to effect 
comfort, 
convenience 
and efficiency 


among employes 


Ask for 
Latest 
Catalogue 


510 Pine St., Burlington, Vt. 
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Bond Buying Is an Art 


(Continued from page 491) 


all, philosophy is essentially reflective 
and are we not examining the past 
with the idea of developing definite 
concepts for the present and future? 
Are we not trying to determine certain 
methods and principles which we can 
use for guidance? The key to the 
problem is this. Bond buying for sec- 
ondary reserves and bond buying for 
investment are two very distinct oper- 
ations which must not be confused. 
In the case of secondary reserves, only 
one year to eighteen months bonds are 
desirable and these must be high grade 
governments, high grade municipals, 
or unquestioned corporation credits. 
On the other hand, bond buying for 
investment, which we will call a “ter- 
tiary” reserve, is a different problem 
and one causing banks much concern 
today. 


Where Diversification Counts 


T should not be necessary to narrate 

in detail the advantages of bonds 
for commercial banks any more than 
it is necessary to argue with a sick 
man as to the efficacy of a physician, 
but it is desirable to have the right 
kind of physician and not too many, 
even though I understand consultation 
is the order of the day. The hackneyed 
word, “diversification,” really has some 
meaning here and there is just reason 
for investing a portion of the bank’s 
funds in securities which will not be 
affected by conditions touching any 
particular community. The banks 
of one state in the Union were meas- 


urably aided by having bond accounts; 
perhaps there could be others. 

The banks outside of the very larg- 
est metropolitan centers have a dis- 
tinct problem. Suppose they do not 
invest in bonds, be they short term, 
medium term or long term. One of 
several things must happen. The mon- 
ey may be left on call or in the banks 
at a very low rate of return and if the 
institution has a secondary reserve of 
full strength, it cannot put an endless 
amount of funds in either of these 
channels without a terrific sacrifice of 
return. Another avenue open for the 
investment of this portion of the mon- 
ey which would not be in bonds would 
be loans on securities to people in local 
communities. There is reason and 
merit in so investing a portion of a 
bank’s funds, but unless the institution 
is in a large metropolitan area where 
the personal element is comparatively 
insignificant, the investing of too 
large a portion in collateral loans to 
individuals in the community served 
by the bank will inevitably result in 
some embarrassment. In addition the 
liquidity is not there. 


Commercial Loans 


THIRD outlet for these funds 

which are not going into bonds 
is additional commercial: loans. A 
commercial bank to be true to its 
name must, of course, supply the com- 
mercial needs of the community and 
the country before investing funds in 
a bond market, but within the confines 
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MORE 
THAN 
$500,000,000 

RESOURCES 


ECURITY - First 
iJ NATIONAL BANK 
OF LOS ANGELES 


Fully equipped to do every kind 
of banking and trust business 
with branches in 61 communi- 
ties, extending from Fresno and 
San Luis Obispo to Imperial 
Valley. 


When a banker has valued cus- 
tomers leaving for Southern Cali- 
fornia, he will do them a favor by 
giving them letters of introduction 
to Security-First National Bank. 


Scovell 
Wellington 


and Company 


ACCOUNTANTS and AUDITORS 
MANAGEMENT ENGINEERS 


10 East 407TH Street, NEw YORK 


CLEVELAND SYRACUSE SPRINGFIELD 
KANSAS CITY SAN FRANCISCO 


BOSTON PHILADELPHIA CHICAGO 


You Need Padua Foot Units 


"| BBY are easily operated when 
alarm is needed—but protected 
against false alarms. Let us quote 
you. 


Lift of foot sets off alarm 


No false alarm via the broom 
PADUA Hold-Up Alarm Corporation 


88 Seneca Street Cohoes, N. Y. 
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of good banking these commercial 
loans are limited, especially limited as 
to the quality desired. The placing 
of these non-bond funds into marginal 
commercial loans is courting disaster. 
The pressure, be it conscious or un- 
conscious, on loan officers when cash 
is piled mountain high is intense. It 
is far easier to acquiesce in loan mak- 
ing when cash is lying idle in banks 
than when it is properly invested in 
the various channels available to finan- 
cial institutions. Let no one deceive 
himself as to this. Therefore, any 
debate becomes not one of bonds or 


| no bonds but one of poor, unprofitable 


commercial loans, those venerable 
housekeepers, as against good bonds. 
Would we not consider a bank which 
had high grade securities — even 
though depreciated on today’s markets 
—a sounder, more liquid, more profit- 
able institution than one showing no 
bonds or few bonds and possessing a 
large supply of housekeepers? . 

Who sleeps the better, the man with 
high grade securities bought in proper 
amount or he with the marginal loans? 
There is then, from the standpoint of 
diversification, safety and liquidity, 
ample reason for purchasing bonds in 
the proper amount. 

“But,” one says, “look at the bond 
market and the banks today.” First 
of all, we have been witnessing one of 
the most racking periods in American 
finance. All of the economic laws have 
not been able to assert themselves with 
the sweeping power of a steady stroke; 
on the contrary have they made them- 


| selves felt in spasmodic jerks, which 


tended to shake severely the frame of 
the economic body. Perhaps this ab- 
sence of assertion of their power in 
orthodox fashion on the part of eco- 
nomic laws has been due to the teriffic 
spree on which the patient went in 
the halcyon days from 1926 through 
1929—a spree both in the legislative 
and economic fields. However, the im- 
mutable laws of economics—and I con- 
tend that the basic ones are immu- 
table—will make themselves felt in 
the future as they have made them- 
selves felt in the past. There are many 


| factors which can account for the 


seemingly peculiar action on the part 
of the bond market today, not the least 
among which are the character and 
quantity of bonds bought by the banks. 
I do not mean to intimate that these 
two points stand out like sore fingers 
on an otherwise well hand, but I do 
believe they are sore digits at the end 
of an ailing palm. 


Landmarks 


OW many bonds then should a 
bank buy in this “tertiary” re- 
serve as we have chosen to term it and 
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what kind of bonds should it buy? [ 
am not armed with a complete and 
definite answer to these questions. 
That is impossible, but it does seem 
as though we may set forth certain 
landmarks which, if constantly kept in 
mental view, would be of service. Bank 
bond buying should be more for the 
purpose of a satisfactory average re- 
turn over a period of years and less 
for the purpose of making a profit 
through trading operations. The bond 
account must be a relatively perma- 
nent earning asset. One of course 
knows that it is possible to make a 
profit through buying bonds in times 
of tight money and selling them in 
times of easy money, but the success- 
fulness of this depends largely upon 
two factors. 

The first point is not to buy too 
many bonds, not to buy bonds with 
temporary funds so that the necessity 
will arrive for liquidating in @ disad- 
vantageous market. The second point 
is buy good bonds. Profits can be 
made sometimes, but to count on such 
operations with anything approximat- 
ing the clock-like certainty which must 
guard the operations of a bank is dan- 
gerous. If the bond account is so 
arranged in the volume of funds em- 
ployed that the securities can be car- 
ried through fair weather and foul, 
then provided the correct types of 
bonds are bought, there is indeed much 
to be said in favor of security port- 
folios. 


What Are Time Deposits? 


HERE are those who contend the 

size of the bond account can be 
determined by a correlation with time 
deposits, the theory being that time 
deposits are permanent and that a 
large percentage of such deposits can 
be invested in a bond account. In the 
light of practice, however, such a re- 
lationship does not hold, for is there 
any such thing as time deposits in 
the pure sense? To put into effect a 
thirty-day clause is to invite trouble 
and the practice is that time deposits 
can be withdrawn on demand, not after 
the giving of notice. As affecting the 
question of bank bond buying, the ar- 
gument is often heard that banks 
gather up deposits of individuals 
throughout the nation and invest them 
in securities, that this is the normal 
channel for the flow of capital. There 
is, however, a very vital distinction be- 
tween bank deposits representing the 
savings of individuals and individuals’ 
savings. The former are subject to 
call; the latter are an entirely differ- 
ent matter, and if an individual wishes 
to purchase bonds with all of his 
funds, it is a different thing from a 
bank purchasing the same bonds with 
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the sum total of individual savings 
given it in the form of savings de- 
posits. Of course, relatively speaking, 
there is a permanency in the time de- 
posits as regards their fluctuation and 
to that extent it is a useful measuring 
rod in determining the size of the 
bond account; but it is not, to repeat, 
the sole measuring rod. 

Others would use the size of the 
capital account as a guide to the vol- 
ume of bonds, here too relying on the 
theory of permanency. The error in 
this case lies with the fact that more 
often than not the capital account itself 
is absorbed by the building, by real es- 
tate in one form or another, and froz- 
en loans. Accordingly the bond ac- 
count cannot always be used as an 
offset against this truly permanent in- 
vestment of capital. Should the capi- 
tal account not be absorbed by the 
building of real estate and non-liquid 
assets, it too may be put in the classi- 
fication of a guide. 


A Bank’s Own Needs 


HE condition of a bank’s loan port- 

folio appears to be the factor of 
greatest weight in determining the 
size of a bank’s bond account. The 
institution whose assets are liquid 
may purchase bonds to a greater ex- 
tent than one whose assets are not so 
liquid and the institutions themselves 
are the sole guide as to the liquidity 
of their loans. This, one may say, is 
a mere truism and generality and 
hence of no value, but I know of no 
way other than through using these 
three pegs—time deposits, condition 
of capital account, and nature of the 
loan portfolio—as guides to determine 
the size of security holdings. It will 
take some time and some effort for 
each bank to review its loan history, 
its loan portfolio, and from that de- 
termine what its duty to the com- 
munity is as regards the volume of 
funds it should be called upon to place 
in that community through the exten- 
sion of sound loans. 

We should be weak and weary by 
now of hearing the phrase, “A bank’s 
duty to the community.” The com- 
munity owes the banks something and 
if we wish to phrase it as a “bank’s 
duty to the community,” the greatest 
duty a financial institution can per- 
form to those it serves is not to tie 
up any considerable portion of its 
funds in slow loans. A certain por- 
tion in slow loans, yes, inevitable in 
practical banking, but the portion 
must be watched and must be kept 
within limits. 

What kind of bonds should a bank 


buy? This question is easy to answer 
though from the looks of portfolios 
one would judge it is not so easy to 
carry out. The answer I have already 
given. Buy high grade bonds. How- 
ever, even though nine out of ten 
bankers would expect such a reply to 
the question, it appears that many 
have regarded the answer as merely 
a copybook story to be told but not to 
be followed. Pathetic to relate, vocal 
homage rather than action has been 
rendered this all-powerful principle of 
buying high grade issues. 


Highly Specialized 


ORE and more is bond buying 

becoming a specialty work with 
financial institutions and more and 
more will this be the case in the fu- 
ture. It is not a thing to be done as 
a sideline, it is not a by-product; it is, 
on the contrary, very definitely a vo- 
cation and a major product. There 
are hardly any who would deny that 
many of the troubles which bank bond 
accounts today reveal would not have 
occurred had the bonds been pur- 
chased by individuals who analyze se- 
curities and markets. And here we 
come to a matter of paramount im- 
portance. 

We have been lax in our bond buy- 
ing. It has been from 1923 through 
1929 a seller’s market. The situation 
will not be corrected until the banks 
as a group take such a stand that the 
market—at least that part which they 
affect, and it is a large part—will from 
now, henceforth and forevermore be a 
buyer’s market. It was impossible to 
have lived in those unusual days of 
1926 through 1929 and not to have 
been affected by them. The banks 
were affected to a considerably less de- 
gree than were many individuals and 
other financial institutions, but never- 
theless, affected they were. Bond buy- 


ing became somewhat like observing 


modernistic painting in which a pleas- 
ing effect when viewed at a distance 
was obtained rather than the complete 
and full satisfaction derived on closely 
studying the oils of a Rembrandt. Buy- 
ing securities on name, coupon rate, 
and price is foolhardy. There are 
many things to be ascertained about 
a bond before purchasing it. In all 
frankness, banks face this alternative. 
Either they will through their saga- 
cious buying policies dictate the meth- 
ods of bond distribution or else they 
will have to leave themselves knowing- 
ly open to one of the most pernicious 
practices existing today in American 
finance—high pressure, parrot talk 
salesmanship. 
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Equally True 
W ith Office 
Buildings 


“It’s the Passenger, not the 
Driver, who sees the scen- 
ery. 

Both hands on the wheel 
... both eyes on the road... 
little time is left for sight- 
seeing.” 


Many an OFFICE BUILDING is 
suffering today because the agent is 
so conscientious in watching sup- 
plies .. . the cleaning women and 
what not . .. that he misses entirely 
the picture of tenant possibilities. 
It takes more than a housekeeper 
and collector to make a building 
pay profits. Why not get a prospec- 
tus from this income building or- 
ganization and chart a new income 
curve for 1932? 


Address your reply 
to Box BM, in care 
of A. B. A. Journal 


4 box number is used because the 
very nature of our business relations with 
clients is always on a confidential basis. 
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Group Banking and Your Directors 

Every one of your directors is in- 
terested both for himself and his bank 
in better banking profits. The JouRNAL 
supplies the facts. Let us tell you— 
our Director subscription 
plan. 


= 

_ 


AMERICAN BANKERS ASSOCIATION JOURNAL 


year 1932 may not 
set new records in com- 
pany earnings and divi- 
dends paid—but it does 
promise to be a good year. 

Everywhere, business or- 
ganizations are getting 
back to decidedly funda- 
mental thinking. They are 
analyzing their plans and 
policies, their products and 
services as though they had 
never passed through the 
roaring prosperity of 728 
and ’29. 

Good things are bound to 
come out of these keen anal- 
yses of our foremost in- 
dustrial enterprises. Taking 
them apart to see what 
makes their wheels go 
‘round cannot fail to result 
in more efficient programs, 
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It promises 
fo be a Goop YEarR/ 


better service and finer mer- 
chandise. 

As a Banker be sure that 
the businesses in which you 
are interested also use 1932 
to prepare for the prosper- 
ous days and increased sales 
that are bound to come to 
aggressive, forward think- 
ing companies. 

As you are interested in 
industrial enterprises, so do 
the other thousands of bank- 
ers who read the JOURNAL 
have an active voice in the 
management, plans and 


AIMERICAN 


purchases of the businesses 
of their communities. 

Perhaps one of your busi- 
nesses has need for the sup- 
port and interest of these 
other Banker readers. 

Why not ask us to give 
you the benefit of our inves- 
tigations and experience 
with regard to sales and ad- 
vertisingr The JOURNAL, 
with its thousands of Bank- 
er contacts and industrial 
relationships, has valuable 
information available. Why 
not make use of it? 
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22 East 40th Street, New York 
ALDEN B. BAXTER, Advertising Manager 
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Condition of Business 
(Continued from page 524) 


industrial corporations that made a 
gain in profits for 1931 over 1930, a 
great many companies reported only 
a moderate decline in their earnings. 
One of the largest companies in the 
chemical industry, whose products are 
so diversified that its volume tends to 
reflect general business activity fairly 
closely, is E. I. du Pont de Nemours 
& Co., whose report has just been 
published. Its net income from opera- 
tions was only slightly below the 
previous year and its net profit, after 
all charges and after crediting its 
income from its holdings of approxi- 
mately one-third of the common stock 
of General Motors Corporation (which 
was less than in the previous year) 
amounted to $53,190,000 as against 
$55,962,000 in 1930. 


Three Sleeping Giants 


T is no accident that during the 
last fifteen years the attention of 

students of business has been con- 
centrated on three great industries,— 
steel, automobiles and building, which 
because of their importance and their 
effect upon countless other industries 
practically dominate the trend of 
general business. For two years they 
have been like sleeping giants, who 
for some time have shown signs of 
stirring but have not yet fully 
awakened. 

A year ago the steel industry was 
quite hopeful for a recovery but the 
ensuing year proved extremely dis- 
appointing. Total production was 
approximately 24,900,000 tons, com- 
pared with 39,300,000 in 1930 and 
54,850,000 in 1929. Output, however, 
was higher than that of 1921, which 
was 19,700,000 tons. Considering the 
marked upward trend in consumption 
of steel ever since the industry was 
established, and the subnormal tak- 
ings in 1930 and 1931 and the low 
stocks now held by consumers, a 
recovery in demand is only a matter 
of time. Just when it will come no 
one can say, but the slow upward 
trend in production this year seems 
much more likely to develop into a 
strong finish than if the expected in- 
crease had been anticipated, as was 
done last year. Prices of finished 
steel are firm. 

Automobile production in 1931 was 
approximately 2,565,000 as compared 
with 3,500,000 in 1930 and 5,600,000 
in 1929. Output was the lowest since 
1921. Nevertheless, this is not such 
an unfavorable showing, considering 
the popular opinion that during a 
depression the automobile industry 
would be the hardest hit. There are 


more motor trucks in use than a year 
ago, and also more motor buses. 
Steam railroads are using more trucks 
and buses as part of their service. 
The response of the public to the auto- 
mobile shows held last month was 
enthusiastic and the actual sales made 
since the first of the year have re- 
sulted in some stepping up of manu- 
facturing schedules. There is a great 
deal of conjecture as to the plans of 
the Ford Motor Company, which have 
caused many people to hold off making 
any purchases, the reports from the 
best sources indicating the introduc- 
tion shortly of an improved Model A, 
followed by a V-eight later in the 
spring. It must also be recognized 
that the potential replacement demand 
has accumulated to the point where 
it will be a tremendous force as soon 
as the depression passes its acute 
stage. 

In building, the large amount of idle 
office space and heavy volume of fore- 
closures has partly obscured the fact 
that new building of residential types 
has fallen far behind the increase in 
ordinary requirements. In Chicago, 
for example, the average annual in- 
crease in population is about 65,000, 
but during the last two years the rate 
of residential construction is such as 
to accommodate about 5,000 more 
people annually. Recently there have 
been reductions in the wages of build- 
ing employes in many of the larger 
cities, ranging up to 25 per cent, and 
this, combined with the much lower 
prices of building materials, will be 
a stimulus to more building. Whether 
or not some assistance by the Federal 
Government is necessary or desirable 
in financing new and existing build- 
ings is now a question on which there 
are differing opinions, but in case 
private capital cannot finance building 
there will undoubtedly be some assist- 
ance offered by a governmental agency. 
Construction of public works, for a 
year or more the main factor in hold- 
ing up the construction total, will 
without question be curtailed in the 
future because of the decision on the 
parts of municipal and state govern- 
ments to postpone all public improve- 
ments not absolutely necessary in an 
effort to balance their budgets. Elec- 
tric light, gas and other public utility 
expenditures will also be lower, and 
the same is true of railroad building, 
so that a genuine recovery in building, 
except in the case of homes, appears 
to be still some way off. 


Bank Liquidation Continues 


ONEY rates have continued easy 
and there has been no real fea- 
ture in the banking situation since 
the first of the year, save the un- 


INDEX TO ADVERTISERS 


A 


Administrative & Research Corp 
American Bankers Ass’n Journal 
American District Telegraph Co 
American Express Company 
American Mutual Alliance 
Associated Gas & Electric System.... 


Bank of America in California....... . §2 
Bank Vault Inspection Company 

Bell Telephone Securities Co., 

Burlington Venetian Blind Co 5 
Burroughs Adding Machine Co......... § 


Cc 


Central Republic Bank & Trust Co 
Citizens National Trust & Sav’gs Bank.. 5 
Cleveland Trust Company 

Continental Illinois Bank & Trust Co.. » 


F 


Fidelity & Deposit Co. of 
First National Bank of Chicago. 
First National Bank in St. Louis. 
First Wisconsin National Bank. 


G 
Generai Motors Acceptance Corp...... 542 
Georgia Marble Company 5 
Gilbert Paper Company 
Great Atlantic & Pacific Tea Co., 
Guaranty Trust Company 

I 
Independence Shares Corporation 
L 
George 
M 


Marine Midland Group 
Montross & Clarke Co., | 


La Monte & Son, 


N 
National Cash Register Co 
National Electric Power Company. 545 
New York Real Estate Bond Holders 
Committee 
New York Trust Co., The 
Northern Trust Co., The 


Oakland Motor Car Co................ X, XI 
Otis Elevator Company VI 


Padua Hold-Up Alarm Corp........... 544 
Philadelphia National Bank 5 


R 


Recordak Corporation 
Remington Rand 


Safety Shipment Forms............... 541 
Scovell, Wellington & Co 544 
Security-First Nat. Bank of Los Angeles 544 


Y 


York Safe & Lock Company 3rd Cover 


fortunately large number of suspen- 
sions. Liquidation of loans and de- 
posits has not yet come to an end. 
Considerable amounts of gold have 
been purchased by France with short- 
term funds which were being held in 
this market and would presumably 
have been used to make her payments 
to the United States Treasury, but 
this being unnecessary because of the 
moratorium granted, the balances have 
been returned to France in gold. If 
this country’s gold reserves were not 
so large this loss might be a serious 
matter, but in view of the strong 
position of our Reserve Banks the ex- 
ports are a matter of indifference. 
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A Word to Depositors 


By HARRY J. HAAS 


HRIFT is a word to conjure 
with. Its workings are an open 
book to those who have prac- 
ticed its teachings but a mys- 
tery to those who know it not. Thrift 
must be the economic cornerstone in 
the era of financial reconstruction that 
we are now entering. I use thrift not 
merely as a catchword of prudence but 
as a concrete financial fact of impor- 
tance in business stability. There is 
no general economic panacea for pros- 
perity which can replace the good old 
fashioned habit of personal thrift. 


Plan 


AKE a hudget to cover your ex- 
penses and allow a fair share of 
your income to be laid aside for the 
rainy day. Make a will so that when 
you die your savings: shall be dis- 
tributed as you desire and not wholly 
according to intestate laws. Provide 
out of your income an amount accord- 
ing to your ability for the payment of 
life insurance premiums as a sure 
means of savings and providing for 
your family when you have passed 
away. Build your air castles if you 
like for a future home and they will 
most likely come true if you approach 
them along the safe highway of thrift. 
If you will do these things con- 
stantly and persistently you are bound 
to get ahead financially. Then when 
the time arrives that you have funds 
for investment, be sure to make your 
inquiries before you buy. Your 
banker will be glad to assist you. He 
is interested in your prosperity be- 
cause aS you progress, so does his 
bank. 

You may feel that the amount you 
have in your savings account is not of 
any great importance, but those who 
have savings in a bank to fall back on 
in the event of unemployment will tell 
you differently. 

Too many people fail to save as 
they should during prosperous 
times and when reverses come they 
are unprepared to bridge over the 
lean period until good times come 
again. 

Some people seem to have the idea 
that banks are overburdened with 


money and that if they would loan it 
more freely to finance construction 
and other projects that it would be 
the way to give business the needed 
stimulant and decrease unemployment. 
While the total of deposits in all 
classes of banks amounted to approxi- 
mately $53,000,000,000, and large as 
these figures seem, they are $3,000,- 
000,000 less than they were four years 
ago. 

To meet this reduction, banks have 
had to reduce their loans and invest- 


ments accordingly. After all, the 
money in banks does not belong to the 
banks or bankers, as such, nor does it 
originate with them. It belongs to the 
depositors of the banks and only as 
the deposits increase are banks able to 
extend new loans to their customers. 
It is true that loans themselves cause 
deposits to increase, but the start of 
this upward movement must first come 
from the deposits. 

Looking back at the past, let us 
learn something for the future. 

Let us reflect how, when industry 
was running at high tide for so many 
years and reaching new figures each 
year from 1921 to 1929, many people 
came to think that the millennium had 
arrived, and that, while we had ex- 
perienced periodical reverses in the 
past, that they would never occur 
again. Our new idea of economics 
promised to keep up employment at 
high wages and shorter hours, thereby 
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increasing consumption followed by 
increased production. 

It is not enough for the individual 
to lay down a plan of rigid thrift and 
sound spending for himself. He should 
also give attention as a good citizen 
to what his governments are doing 
and demand of them as well just as 
careful a program of financial man- 
agement in public affairs as he sets up 
for himself in his private affairs. 

Unless drastic curtailments in every 
item of unnecessary, wasteful or in- 
efficient public expenditure is elimi- 
nated, the burden of taxation will bear 
down with distressing weight upon 
the earnings of our people. 

We all recognize that the prime re- 
quirement of sound governmental 
finance is a balanced budget. Effective 
measures to bring this about consti- 
tute the first and foremost duty of the 
administrative and legislative authori- 
ties of Federal, state, county, bor- 
ough and township governments. 


Work 


ALANCING a budget clearly im- 

plies a reduction of expenditures, 
or an increase in income or both. This 
means that the cost of government 
must be kept to the lowest limits com- 
parable with proper public services. 

It is gratifying to note that the 
most recently elected public officials 
have taken cognizance of the situation 
and have strongly expressed their de- 
sire to eliminate all non-essentials at 
this time. 

Many times our legislators are un- 
justly criticised for expenditures. 
After all, they are the representatives 
of those who elected them and they are 
desirous of carrying out the wishes 
of their constituents which they con- 
sider sound so perhaps we should make 
our appeal direct to the people. 

If interested in promoting any ex- 
penditure which is not immediately 
productive or necessary for the public 
health or safety, you will be helping if 
you will right about face and with- 
draw your demands at this time. 

Let your duty as a citizen, to help 
balance your government’s budget, be 
your contribution to private thrift. 
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